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V The Effects of Nationalisation on the Distribution 

of Power 

A second transfer of economic power has followed from the 
nationalisation of the basic industries. This has clearly diminished 
the power of the capitalist class. But more than this one cannot 
easily assert, for while ever^^one agrees on %vho has lost the power, 
not everyone agrees on who has gained it. The political authority 
now has, it is true, the power of Ministerial directive, of Parlia- 
mentary debate, and of investigation by Select Committee. Or 
the other hand, many of the nationalised Boards consistently act 
i in a very independent manner, which provokes constant com- 
plaints alike from workers, politicians, and economists. Indeed, 
some people think that the Boards are actually less ‘accountable’, 
i;and amenable to governmental control, than many private 
,i managements. 

\ For practical purposes, therefore, economic decisions in the 
basic sector have passed out of the hands of the capitalist class 
into the hands of a new and largely autonomous class of public 
industrial managers. But since the political authority has at the 
same time acquired an explicit legal power over these new man- 
agers, even though it often chooses not to use it, the change does 
represent, in the last resort, an increase in the economic power 
of the state - though of course this leaves open the question of 
whether nationalisation is always the only, or the best, method 
of achieving this result.^ 


VI The Transfer of Power from Management to 

Labour 

Thirdly, there has been a decisive movement of power mthin 
industry itself from management to labour. This is mainly a 
consequence of the seUer’s market for labour created by fuU 

“xhe’^dVe strength of workers and employers docs not, of 
courl, depend sole^- on conditions in the labour marto. I 
denends also on the' political balance, the soaal ol™"'- 
demee of organisation of dre tivo sides, and current views about 
1 p Caiapter XXII, Section 11 , for a full disemrion of this point. 

30 



first published 1956 


PRINTED IN GREAT BRITAIN BY 
THE CAIIELOT PRESS LTD., LONDON AND SOUTHAMPTON 
BOUND BY A. W. BAIN & CO. LTD., LONDON 



CONTENTS 


PREFACE . 


II 


PART ONE 

THE TRANSFORMATION OF CAPITALISM 

I. THE TRANSFER OF ECONOMIC POWER I9 

I. The Pre-war Socialist Assumptions 

II. The Theory of Capitalist Collapse 

III. The Pre-war Power of the Business Class 

IV. The Loss of Power by the Business Class to the State 

V. The Effects of Nationalisation on the Distribution of 
Power 

VI. The Transfer of Power from Management to Labour 

VII. The Psychological Revolution Within Industry and 
the Altered Role of Profit 

VIII. The Political Power of Private Industry 

II. THE ATTACK ON POVERTY, INEQ,UALITY, 

AND INSTABILITY .... 42 

I. The Decline in Primary Poverty 

II. The Redistribution of Income 

III. Income Equality To-day 

IV. Full Employment and Stability 

III. IS THIS STILL CAPITALISM? ... 56 

I. The Extent of the Change 

II. The Danger of Conservative Reaction 

III. Is Britain a Capitalist Society? 

IV. The Growing Irrelevance of the Ownership of the J 
Means of Production 

PART TWO 

THE AIMS OF SOCIALISM 

IV. THE TRADITIONS OF BRITISH SOCIALISM 79 

I. The Appeal to the Past 


5 



CONTENTS 

II. A Summary of Socialist Doctrines 

III. The Predominant Themes 

IV . The J\feed for a Restatement 

V. THE MEANING OF SOCIALISM 

I. The P^’chological Resistance to Revisionism 

II. The Confusion between Ends and Means 

III. The Basic Socialist Aspirations 

IV. The Co-operative Aspiration 

V . The Welfare and Equality Aspirations 

VI. Is Socialism Still Relevant in Britain? 


PART THREE 

THE PROMOTION OF WELFARE 

VI. THE COST OF SOCIAL WELFARE . . II9 

I. The Beveridge Revolution 

II. The ‘Crisis^ in the Social Services 

III. The Effect of an Ageing Population 

IV. The Cost of State Pensions 

V. The Cost of Private Superannuation 

VI. The Cost of Health and Education 

VII. The Insurance Principle 

VII. THE PURPOSES OF SOCIAL EXPENDITURE I40 

I. The Conservative Approach: the Insistence on a Test 
of Means 

II. The Sociologists’ Approach: Free Universality and 
Social Equality 

III. The Social Services and Income Distribution 

IV. The Alain Purposes of Social Expenditure 

V. The neglected Special Cases and the Need for a New 
Orientation 

VI. The War and the Social Services 

VII. The Social Services and Social Equality 

VIII. Universal Subsidies versus a Concentration of Effort 

6 



CONTENTS 


PART FOUR 

THE SEARCH FOR EQ^UALITY 

VIII. THE DETERMINANTS OF GLASS , . l6g 

I. The British Paradox 

II. What People Mean by Class 

III. The Marxist Theory of Class 

IV. Income, Occupation, and Style of Life as Determinants 
of Class 

V. Power as a Stratifying Influence 

VI. The Subjective Theory of Class 

VII. Do Classes Exist and Do They Matter? 

IX. THE CASE FOR SOCIAL EQ,UALITy . . 100 

I. The Economic Welfare Argument 

II. The Personal Envy Argument 

III. The Persistence of Collective Resentments - Bevanism 
and Industrial Discontent 

IV. The Theory of Social Politics 

V. The Ideology of Class Betrayal 

VI. Socialism, Human Nature, and Social Contentment 

VII. Equality and Social Justice 

VIII. Equality and Social Waste 

IX. How Muck Equality? 

X. IS EqUAL OPPORTUNITY ENOUGH? . . 2l8 

I. The Conventional Objection to the Equal Opportunity 
Society 

II. The Myth of Aggressive Competition 

III. Advantages of the Equal Opportunity Sociey 

IV. Inequality of Opportunity in Britain 

V. Why Equal Opportunity is Not Enough 

XI. SOME ARGUMENTS AGAINST EQ,UALITY ; 

AND THE AMERICAN EXAMPLE . . 238 

I. The Threat to Economic Efliciency 

II. The Threat to Culture 


7 



CONTENTS 

III. The Threat of the Mass Societj 

IV. The Threat to Liberty 

V. Factors Affecting Social Equality in the U.S.A. 

XII. THE INFLUENCE OF EDUCATION . . 258 

I. Limitations on Equal Opportunity 

II. The Meed for Inform of the Public Schools 

III. The Case against an Elite School System 

IV. Comprehensive Schools in Principle 

V. ComprehcTisive Schools in Practice 
VT. A Labour Educational Poliiy 

XIII. THE PATTERN OF CONSUMPTION . . 278 

I. Rising Average Income and the Pattern of Consump- 
tion 

II. Rising Consumption as a Socialist Objective 

III. Must this Create an Acquisitive Sociey? 

IV. The Paternalist Objection 

V. The Question of Priorities 

XIV. THE DISTRIBUTION OF WEALTH (l) 295 

I. Injustice of the Present Distribution 

II. Alternative Methods of Redistributing Property 

— III. The Case for a Gifts Tax and Higher Death-duties 

IV. The Case for a Simultaneous Reform of Death-duties 

V. The Case against a Large Capital Levy 

XV. THE DISTRIBUTION OF WEALTH (ll) 3^9 

I. The Tax Bias in Favour of the Property Owner 

II. An Annual Proper^' Tax 

III. A Heavier Discrimination against Unearned Income 

IV. The Case for a Capital Gains Tax 

V. The Concerted Attack on the Maldistribution of Wealth 

POWER AND PRIVILEGE IN INDUSTR'i 333 

I. The Status of the Worker 

II. The Causes of Industrial Discontent 

8 



CONTENTS 

III. The Importance of Local Management and the Unim- 
portance of Ownership 

IV. ^Participation' and Joint Consultation 

V. Industrial Democracy and Joint Management 

VI. The Case for High-level Industrial Democracy 

XVII. THE STRUCTURE OF PRIVATE INDUS- 
TRY 

I. The Functionless Shareholder 

II. The Proposal for Government Directors 

III. The Proposal for Worker-Directors 

IV. Profit-sharing 

V. The Shareholder's Claim to the Surplus 

VI. Methods of Dividend Limitation 


PART FIVE 

ECONOMIC GROWTH AND EFFICIENCY 

XVIII. HOW MUCH DO ECONOMICS MATTER? 375 

I. The Arguments for Rapid Growth 

II. Should Growth Have an Over-riding Priority? 

III. The Factors Affecting Growth 

XIX. INVESTMENT, SAVINGS, AND INFLATION 389 

I. The Pressures towards High Investment 

II. The Threat of Inflation 

III. The Supply of Savings: (a) Personal 

IV. The Supply of Savings : {h) The Nationalised Indus- 
tries 

V. The Supply of Savings: (c) The Government 

VI. Monetary Policy 

XX. THE PROBLEM OF PRIVATE PROFIT 415 

I. Profit as Surplus Value for Accumulation 

II. Profits Taxation and Savings 

III. Profits Taxation and Incentives 

IV. Profits Taxation and the Supply of Risk-capital 

V. The New or Small Business 

VI. The Choice Facing Socialists 

9 



CONTENTS 


XXI. THE DETERMINATION OF WAGES . . 

I. Wages and Labour Mobility 

II. Wages and Price Inflation 

III. The Experience of the Post-war Tears 

IV . Excess Demand and Dividend Increases 

V . Administered Prices and Import Prices 

VI. Practical Objections to a National Wages Policy 

XXII. THE ECONOMICS OF NATIONALISATION 462 

I. The Pre-war Case for Nationalisation 

II. Post-war Experience of Nationalisation 

III. The Case against a Proliferation of State Monopolies 

IV. The Criteria and Conditions for Successful Nationali- 
sation 

XXIII. THE FORMS OF PUBLIC OWNERSHIP 483 

I. Nationalisation and Equality 

II. Competitive Public Enterprise 

III. The Difliculties; and Alternative Methods 

IV. The Ultimate Objective 

XXIV. THE ROLE OF PLANNING . . . 498 

I. The Diminishing Area of Controvert 

II. Political Limitations on Effective Planning 

III. How Much Planning? 

IV. The Proper Objectives of Planning 

CONCLUSION 

XXV. CONCLUSION ...... 5^5 

I. Summary of Economic Proposals 

II. Summary of Proposals for More Welfare and Greater 
Equality 

III. Left-Right Issues which are not Socialist-Capitalist 
Issues 

IV. Liberty and Gaiety in Private Life; the Need for a 
Reaction against the Fabian Tradition 

V. Cultural and Amenity Planning; and the Declining 
Importance of Economic Problems 

531 


INDEX 


10 



PREFACE 


P erhaps I should first apologise for the length of this 
book, at a time when many on the Left are asking for a 
terse, simple restatement of sociahst aims. 

It is long because I became increasingly dissatisfied with the 
brief essays which have been almost the sole response so far to 
the reiterated demands for ‘new thinking’ about socialism. It 
has become a truism to say that the Labour Party has entered 
on a new historical phase, now that so much of its pre-war pro- 
gramme is an accomplished fact. But the problems of adjust- 
ment to this new phase are, I believe, too subtle to be resolved 
in easy or summary fashion. 

Any work which sets out to answer the question, ‘rvhat is 
socialism now about?’, must do two things; it must analyse the 
detailed changes since 1939, and reinterpret socialism in the 
light of them; and it must outline the practical policies to rvhich 
this reinterpretation seems to point. Brief essays must inevitably 
omit one or other of these aspects. Thus we have either the de- 
tailed discussion of one particular topic, but unrelated to any 
wider framework of socialist thinking; or the short, general essay 
on ‘the meaning of socialism’, of which each abbreviated section 
inevitably concludes by saying that ‘no doubt the practical 
policy will be hard to apply; but if we are resolute, the difficulties 
should not prove insurmountable’. Much credit is due to the 
authors of both types of essay; but neither can be ^vholly 
satisfactory. 

Yet anyone rash enough to attempt both tasks, and to cover 
the entire field of domestic socialist policy, at once comes up 
against the difficulty that he cannot possibly have the necessary 
expert knowledge. Apart from having been in Parliament for 
five years, my only limited claim to expertise is as an economist. 
But a book on socialism to-day.must also embrace political theory, 
sociology, industrial psychology, history, and even semantics; it 
must discuss not only fiscal problems, but education, the social 
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PREFACE 

semces, industrial relations, the nature of class, and many 
other topics on which I possess only a layman’s fragmentary' 
knowledge. ^ 

There is no way of avoiding this difficulty, yvhich is inherent 
in the subject-matter itself. There would be little interest in a 
book on socialism yvritten narrowly from one single specialist 
angle. If, therefore, one is not to abandon the project in 
despair, one must simply take the plunge and attempt a wew 
of the whole subject: and expose oneself, offering them an 
apology in advance, to the correction and reproof of the various 
experts. 

Sociology presents an especially acute problem. I am con- 
vinced that this is the field, rather than the traditional fields of 
politics and economics, in which the significant issues for social- 
ism and welfare yvill increasingly be found to lie. I have therefore 
drawn fairly heavily on recent sociological ysniting. But I am not 
a professional sociologist; and moreover these newer social 
sciences are still very much in their infancy. The experts disagree; 
the field research, especially in Britain, is often lacking; and 
dogmatic statements are seldom warranted. There must inevit- 
ably, therefore, be a tentative quality about both judgments 
and prescriptions in this field. Indeed this is one aspect of 
a yvider problem facing socialists to-day, that the less glaring 
and conspicuous the evil, the less simple and manifest the 
remedy. 

This book is about socialism in Britain (though it draws freely 
on the experience of some other countries, notably Sweden and 
the United States). It is not about foreign or colonial policy, or 
the problem of the under-developed areas. It goes yvithout say- 
ing (or, rather, it usually goes yvith saying, but without domg) 
that socialism now has more application to Britain’s relations 
with other, poorer countries, than to internal class relations within 
Britain. Viewed on a world scale, the British worker belongs to 
a privileged upper class; and he should concede, as well as de- 
mand, greater equality. 

On this issue, a considerable literature aheady exists. But what- 
ever our relations with the outside w'orld, the Labour Party must 
have a domestic programme, and a \iew' of the sort of society 
which it seeks to create at home. This alone is the tlieme of this 
book; although this theme is now of less- ethical sigmficance 

12 



PREFACE 

than the question of our relations wth less advanced societies. 

I must also account for a m^’or omission. Since I started ^vrit- 
ing this book, I have become Secretary to the Independent Com- 
mission of Enquiry into the Co-operative Movement. This 
Movement, on account of its size, its democratic principles, and 
its non-profit-making character, must clearly have a large part 
to play in furthering socialist ideals in Britain. But I have reluct- 
antly decided that I must delete all references to Co-operative 
problems and policies, lest I should seem to pre-judge the findings 
of the Commission. 

The lay-out of the book is briefly as follows. Part One describes 
the new starting-point; that is, it analyses the significance of the 
changes that have occurred since the pre-war socialist pro- 
grammes were constructed. Part Two asks what meaning is to be 
attached to the concept of socialism in the light of these changes, 
and proceeds to define it in terms not of nationalisation or state 
planning, but of social welfare and social equality. Part Three dis- 
cusses the welfare objective. Part Four, of which the first four 
chapters constitute the essential case for socialism to-day, deals 
with three allied questions; how social equality is now to be 
interpreted, how greater equality is to be justified when further 
redistribution will not obviously increase economic welfare, and 
how it is to be attained. Part Five analyses the economic implica- 
tions of socialist policy in other fields, and the necessary con- 
ditions for maintaining a rapid rate of growth. (It does not deal 
in detail with the balance of payments problem, which I have 
written on at length elsewhere.)^ The concluding chapter both 
summarises the main recommendations, and also peers rather 
further into a future in which collective social and economic 
issues become less significant than the problems of leisure and 
private life. 

The entire book has been read in manuscript by Mr. Hugh 
Dalton, Mr. P. D. Henderson, Mr. I. M. D. Little, and Mr. 
P. M. Williams; and individual chapters by Mr. J. H. Smith, 
Mr. Michael Young, and my old tutor Sir Robert Hall. These 
diligent and attentive critics have helped me greatly to improve 
the book; and I must thank them for their hard work and good 
nature. But they hold very varying political opinions, and I must 
absolve them, even more explicitly than is normal in such cases, 
1 Britain’s Economic Problem (Cape, 1953). 
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from any responsibility for the rather controversial vie\vs which 
I express. 

I also owe an exceptional debt to my late secretary, Mrs. 
Horsley, and to Miss Laura Kilcawley, who bet\veen them have 
typed, re-typed and checked more words than I care to imagine. 
Their tolerance and complete reliabihty have been invaluable. 
Finally, I must thank Miss Beatrice Bacon and Mr. Borne for 
their kind help in the thankless task of reading the proofs and 
compiling the index. 

G. A. R. Crosland 

London, 

February, 1956. 
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THE FUTURE OF SOCIALISM 




PART ONE 


THE TRANSFORMATION OF 
CAPITALISM 




I 


THE TRANSFER OF ECONOMIC POWER 

I The Pre-war Socialist Assumptions 

S ocialists in the 1930s, whatever their disagreements on 
long-term questions, were united on the immediate objec- 
tives of a majority Labour Government. These were first 
the abolition of poverty and the creation of a social service state; 
secondly, a greater equalisation of wealth ; and thirdly, economic 
planning for full employment and stability. 

But many socialists, while assenting to these aims in principle, 
did so in a distinctly pessimistic frame of mind, thinking them 
probably unattainable within the existing economic framework. 
They believed, on the basis of a predominantly Marxist analysis, 
that capitalism itself must first be forcibly overthrown. Other- 
wise, reform would be rendered impossible either by the fact 
that the whole system was in process of decline, or, even while it 
still survived, by the entrenched power and reactionary attitudes 
of the ‘capitalist ruling-class’. 

The pervasive influence of this Marxist analysis in the 1930s 
was a reflection of an intellectual ferment without parallel in the 
history of the British Labour Movement, so traditionally and so 
doggedly anti-doctrinal. Under the impact of the 1931 slump 
and the growth of Fascism, more and more people came to mis- 
trust a merely ad hoc reformist approach, and to feel that some 
more thorough-going analysis was needed to explain the cata- 
strophe which appeared to be engulfing world capitalism. 

The official Labour Movement remained somewhat unmoved 
by all this excitement, though faint echoes of it could be heard 
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the trahsformatiox of capitalism 

even from the direction of the National Executive. ^ But the 
younger generation of inteUectuals absorbed itself furiously in the 
pursuit of theoretical truth. And for the most part it took to 
Marxism, Avhich thus had to ivait almost a centur}^ before achiev- 
ing a major influence on the British Left. 2 The Fabian tradition 
offered no effective counter-attraction - indeed, its best-known 
leaders deserted, and became amongst the foremost exponents of 
the Marxist gospel. 2 The Hobsonian tradition, still strong in the 
I.L.P., was sufiiciently close to Marxism not to constitute a rival 
doctrine - after all, had not Hobson been canonised by Lenin 
himself? A ver^' few socialist thinkers stood outside the Marxist 
stream,^ and a number of non-anal)iical works of a practical 
reformist nature -were still being wnitten.® But Marxism ivas the 
dominant intellectual influence; and it made a profound impact 
on my generation of socialists in their formative years before 
the -war. 


For this reason, and also because many who might have dis- 
claimed the label Marxist shared the pessimistic attitude described 
above, I start by discussing the theoiy of capitalist collapse, and 
the metamorphosis of the ‘capitalist ruling-class’; and so hope 
to arrive at a clearer \dew of the locus of economic poiver in the 
present ‘mixed economy’. The next chapter discusses the per- 
formance of the Labour Government in respect of the three im- 
mediate objectives mentioned at the beginning of this chapter. 

But first one preliminar)- word must be said. It MU become 
I clear in this and later chapters that in my \de-w Marx has little 
I or nothing to offer the contemporar)* socialist, either in respect 
I of practical policy, or of the correct analysis of our society, or 

1 Cf. Ivir. Attlee’s The Labour Party in Perspeetke (GoUanez, 1937). 


3 The characteristic figure of the decade ts'as J^Ir. Strachey, whose two iwotsj 
The jVature of Capitalist Crisis and The Coming Struggle for Perxer, were as infiuenbal as 
they were typical of the period. In the political field Professor Laski was the out- 
standing influence (cf. The State in Theory and Pradiee). 

3 The most notable conversion, of course, ts-as that of the IVebbs themselves, ^0 
began by eschetving Marxism altogether and ended by embra^g whole, iw 
o^tanding younger Fabian figure, G. D. H. Coly tvas abo 

uncritical) exponent of Marxism (cf. espeaally U nat Marx Really Meant, GoUanez, 
1934). 

■1 Notably E. F. M. Durbin, The Politics of Democratic Socialism (Routledge, 1940)* 

sE.g. Mr. Dalton’s Practical Socialism for ^tain 
^ ▼ ♦ w . n and smular books deaJt cssuj- 


capitalism 
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THE TRANSFER OF ECONOMIC POWER 
even of the right conceptual tools or framework. His prophecies • 
have been almost without exception falsified, and his conceptual: 
tools are now quite inappropriate. 

But this is no reason for adopting the current fashion, and 
sneering either at the man or his achievement. Intellectually he 
remains a towering giant amongst socialist thinkers, a man of 
the stature, in other fields, of Freud and Keynes, and very few 
others over the last hundred years. His analytical insight into 
the essential, dynamic nature of nineteenth-century capitaUsm, 
the range and sweep of his interests, his grasp of the crude reahty 
underlying the surface parhamentary struggles, his passionate 
conviction, the wit and compelling power of his language - all 
these, even now, have an electric effect on the reader, and make 
the work of his contemporaries amongst the classical economists 
seem by comparison flat, pedestrian, and narrowly circumscribed. 
And his astonishing output was the work of a man in constant 
pain, who was often underfed, always poor, living usually in 
conditions of squalor and privation, with the dun and the bailiff 
never far away. 

This was a feat of self-sacrificing devotion and dedication not 
often paralleled in the history of letters. No doubt Marx had 
many unpleasant traits of character; and his teaching, if only 
because it relates to conditions that have long since passed away, 
holds little relevance to-day. But the man was a dedicated genius ; 
and only moral dwarfs, or people devoid of imagination, sneer 
at men like that. 


n The Theory of Capitalist Collapse 

The belief that the ‘inner contradictions’ of capitalism would 
lead first to a gradual pauperisation of the masses, and ultimately 
to the collapse of the whole system, has by now been rather ob- 
viously disproved. Both total output and working-class standards 
of life have steadily risen. The British net national income, in 
real terms, was 3^ times as high in 1938 as in 1870, and income 
per head 2-| times as liigh;’- and real wages moved roughly in 
line with income per head. 

^ A. R. Prest, ‘National Income of the United Kingdom, 1870-1946’, Economic 
Journal, March 1948. 
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THE TRANSFORMATION OF CAPITALISM 
Faced ^vlth this evidence of g^o^vth, Mandst scholar made 
vanous attempts to salvage something of the master’s theor\^ On 
the one hand, some maintained that the increasing misen' ^vas 
never expected to manifest itself until the latter days of capitalist 
decline, and that in fact ‘the first foreshado^vings of increasing 
misery appeared in the first decade of the twentieth century'’,^ 
and still more plainly in the inter-war period. But even this modi- 
fied version finds no support from the facts. The real national 
income rose by 55% from 1900 to 1938, and by 31% during the 
inter- war period.^ Again the working class shared fully in the 
rise, with wages maintaining their proportion of the total. It is 
true that the rate of gro^vth was lower in the inter-war period 
than during the second half of the nineteenth century, and that 
the 1931 depression was, by historical standards, exceptionally 
severe; but the growth nevertheless continued. 

The other line of defence ’ivas to suggest, although very much 
against the evidence, that Marx did not intend to say that the 
working class would become absolutely, but only relatively, 
poorer;® or if he did not mean this, at any rate it was still the 
significant point, ^ But again the facts oppose. The share of wages 
in the national income fluctuated only -within narro\v limits be- 
fore the war; and since 1939 there has occurred the significant 
redistribution of income towards the working class described in 
the next chapter. 

There was thus no evidence, even in 1939, of grooving pauperi- 
sation, nor that capitahsm as an economic system, painful and 
unsatisfactory in many ways though its performance was, was 
at aU near the point of collapse. And now, for a decade since 
the end of the war, the British economy, whether or not we 
still choose to call it capitalist,® has singularly improved its 
perfonnance. Full employment has replaced depression; the 
instability is vastly less; and the rate of gro^vth appreciably more 

rapid, . , 

From 1948 to 1954 the British national income rose, in real 


1 Cole, op. cit., pp. 1 12 seq. " Prest, 16c. cit. 

3 This view is impossible to reconcile .vith Mane’s language. 

,itb the constantly diminishing number of the magnates of i ^j^her, 

1 “s of misery, oppression, slavery, degradation, avploitation . (Cc^a/, Giaislier, 

020 ed., Vol. II, pp. ^ nh ^ 

4 Cf. Joan Robinson, An Essay on Marxian Economics (Macmillan, 1942^ Gii- 4- 

6 V. Chapter III. 
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terms, by 20%^- a figure only slightly below that (22%) = 
achieved in the U.S.A., conventionally saluted as the world’s 
most productive economy. Output per man-year has risen by 
about 2i% per aimum since 1948,^ and by 3% per annum in 
manufacturing industry.^ These figures are higher than those 
attained before the war. From 1907 to 1924 output per man- 
year in British industry rose by per annum, and even during 
the recovery period 1933 to 1939 by rather less than 2^% per 
aimum.® 

The British post-ivar performance also compares favourably 
with that of other countries. The Sixth Report of the O.E.E.G. 
shows that with the possible exception of Sweden, industrial pro- 
ductivity has risen by more in Britain since before the war than 
in any other European country;® while the rise since the war 
has been almost exactly the same as in the United States. ’ 

It is thus clear that the British economy is now behaving in a 
reasonably buoyant and productive manner; and there is cer- 
tainly no sign of imminent collapse. And my own view, which 
I discuss in detail in the economic chapters,® is that at least the 
present rate of growth will continue, and that the future is more 
likely to be characterised by inflation than by unemployment. 

This change in the economic climate, and hence in the starting- 
point for any analysis of the future, would alone suffice to out- 
mode the greater part of the pre-war literature. It is easy to 
forget to-day, not merely how unanimous socialist writers were 
in anticipating the collapse of capitalism,® but how completely 

1 National Income and Expenditure 1955 (Blue Book), p. g. I am grateful to Mr. 
Michael Stewart of the Oxford University Institute of Statistics for help in collating 
and checking the figures in this and the next paragraph. 

2 Economic Report to the President, January 1955. 

® Blue Book, and London and Cambridge Economic Sendee Bulletin, December 
1955. (This Bulletin svill henceforth be referred to by the initials L.C.E.S.) 

* O.E.E.C. General Statistics, November 1955, p. 10 and p. 58. 

® E.C.E. Economic Surv^ of Europe in 1949, p. 205. 

® O.E.E.C. Sixth Report, Vol. I, March 1955, p. 61. 

t O.E.E.C. General Statistics, loc. cit. 

® D. especially Chapters XVIII and XIX. 

® In a review of the economic literature of the I 930 't 945 period, Professor D. McC. 
Wright notes that ‘the majority of socialists and all communists assume that if any 
important time-span is to be considered, capitalism has no prospects, therefore the 
left tends to concern itself at most svith the problems of transition’. (‘The Prospects 
for Capitalism’, in A SutT0’ of Contemporary Economics, ed. Howard S. Ellis, Blakiston, 
1948, p. 449.) 


23 



THE TRANSFORMATION OF CAPITALISM 
their anal^cal systems, their prophecies, and their recommenda- 
Hons ah hinged on this central belief. Faced xvith this aivful yet 
hopeful, prospect, they viewed the future vdth natural alarm it 
IS true, yet with the exhilaration which comes when the moment 
of decision is finally at hand, and all problems of choice are left 
behind. Since then, alas, the mischievous enemy has retreated, 
and gone into disguise as well; and the simple orders for a 
backs-to-the-waU defence must be countermanded, and replaced 
by a more elaborate but less exciting plan. 


m The Pre-war Power of the Business Class 


The second Marxist assumption, on which also much pre-ivar 
sociaHst analysis was based, was that society was effectively con- 
trolled by a capitalist ruling-class which held aU or most of the 
important levers of power. Now Marxist theory does not, as later 
chapters show, provide a satisfactory basis for the analysis of 
either* the class system or the distribution of power; its scope is 
too restricted, and the categories too narrow. 

Nevertheless, if we confine ourselves to one particular aspect 
of economic power, and accept that we are not discussing the 
whole subject of power in modem society, we may say that the 
pre-war ‘capitalist’ class possessed this power to a marked degree, 
and wielded it "with a good deal of ruthlessness. ^ This is the power 
to make, or at least predominantly influence, both the major 
production-decisions (whether, how much, how, what, and -where 
to produce) and distribution-decisions (about the division of the 
national income between different social groups), the first being 
of course much easier to determine than the second. Such power 
requires effective control botli at the perimeter (that is, in the 
firm or industrial unit) and at the centre (that is, at the seat of 
government). , 

The pre-war capitalist class broadly possessed this control. In 


1 The adjective ‘capitalist’ is not, it is true, entirely exact, since it has to frobrzce 
salaried business executives as well as industrialists drawing their - 

traditional capitalist source of industrial property-oivnmhip. ^ oj 

not wholly misleading shorthand for the pre-war cla^ of business 
Xm still retained I considerable otvnership stake in “dus^ry; wWe ev« lb« 
who did not continued to adopt a predominantly capitalist standpoint in the 
that they held the interests of property to be paramount. 
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some respects, it is true, its economic power had contracted over 
the years with the steady accretion of influence to both the 
political and industrial Left, and the general gro^vth of demo- 
cratic sentiment and social conscience. Yet in other ways it had 
grown as a result of technical and economic changes. The trend 
towards large scale in industry, and the inter-war trend towards 
monopoly, meant that the decisions of a single firm or cartel had 
an increasing impact on society; a smaller number of individuals 
took decisions that afiected a larger number of their fellow- 
citizens. At the same time, the growth of monopoly weakened 
the element of consumer influence which competition to some 
extent preserves. 

The economic power of the business class both at the perimeter 
and the centre can best be gauged by recalling what was in 
some ways the most symboUc, as in others it was the most trau- 
matic, incident of the 1930s -the story of Jarrow.^ Jarrow was 
condemned, physically to a decade without jobs, psychologically 
to a decade without hope, as a result of two decisions: first, to 
close down the shipyard on which almost the whole town de- 
pended for its livelihood; secondly, to prevent, by the refusal of 
a guaranteed share in a fully-controlled home market, the con- 
struction of a modern, integrated steel plant. 

Now the immediate issue is not whether these decisions were 
right or wrong from a strictly economic point of view, but what 
they imphed for the distribution of economic power. Both were 
taken by private monopoly bodies (National Shipbuilders Secu- 
rity Ltd. and the Iron and Steel Federation). Both were taken 
over the passionate protests of the workers and the local com- 
munity, and in the face of a public opinion strongly aroused by 
such dramatic incidents as the famous Jarrow hunger-march, as 
well as by the flood of stories of local suffering and distress. Both 
were taken solely in the light of short-term profit considerations, 
and were influenced neither by the social and humanitarian argu- 
ments on the other side, nor by the long-term public interest in 
the capacity and location of two such strategically important 
industries. And both were taken with the sanction of the Govern- 
ment, despite the storm of protests and appeals. 

The refusal of the Government to intervene afforded striking 

^ For an account of this episode, r. Ellen Wilkinson, TTic Town that was Murdcrtd 
(Gollancz, 1939). 
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evidence of the continued subservience of the political authority, 
despite the revulsion caused by the Great Depression, to the 
interests of business. Right-%ving governments, largely composed 
of businessmen and wedded to an ideology of laisser-faire, were 
firmly opposed to interfering in the ‘legitimate preserve’ of 
private industry. When they did intervene, it was not to limit 
the economic power of private enterprise, but on the contrary 
to give additional sanction or support to its policies. Tariffs, 
industrial subsidies. Marketing Boards -all these interventions 
were at the behest of the producers concerned, and designed to 
strengthen their monopoly position. The weight attached by the 
Government to the (supposed) interests of the business class was 
most conspicuously (and painfully) demonstrated by its refusal 
to adopt any effective employment policy, whether the sort of 
expansionist anti~depression policy being widely tried out in 
other countries, or even a more limited policy of locating new 
factories in the Distressed Areas.^ 


rv Tke Loss of Power hy the Business Class to 

the State 

To-day the capitalist business class has lost this commanding 
position. The change in the balance of economic power is re- 
flected in, and may be inferred from, three developments. First, 
certain decisive sources and levers of economic power have been 
transferred from private business to other hands; and new levers 
have emerged, again concentrated in other hands than theirs. 
Secondly, the outcome of clashes of group or class economic 
interests is markedly less favourable to private employers than 
it used to be. Thirdly, the social attitudes and behaviour of the 
business class have undergone a significant change, which appears 
to reflect a pronounced loss of strength and self-confidence. 

The most direct and obvious loss of economic power has been 
to the political authority, -ivhich now exerts control over a much 
higher proportion of economic decisions than before the war. 
The public authorities 2 to-day not only employ 25% of the total 

1 For evidence of this latter failure, and the contrast wth the record of the post- 
war Labour Government, v. Chapter II, Section V. 

" Including the nationalised industries, which arc discussed separately below. 
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employed population, and are responsible for over 50% of total 
investment, but they wield a substantially greater power over 
business decisions even when these remain nominally in private 
hands. 

This is largely a consequence of the explicit acceptance by 
governments of responsibihty for full employment, the rate of 
growth, the balance of payments, and the distribution of incomes. 
The main instrument for exercising this responsibility is fiscal 
policy. Acting mainly through the Budget, though with the aid 
of other instruments, the government can exert any influence it 
likes on income-distribution, and can also determine within broad 
limits the division of total output between consumption, invest- 
ment, exports, and social expenditure. 

But it also exerts a powerful influence on production-decisions 
in individual industries - not only through a wider range of posi- 
tive and negative indirect taxes (especially purchase-tax), which 
alter the pattern of demand and hence the relative attraction to 
producers of different lines of conduct; but, more important, 
through monetary, legislative, physical, and hire-purchase con- 
trols. It often fails to use these controls as effectively as the critics 
would Hke.^ Nevertheless, it uses them to an extent which severely 
limits, as compared with the position under pre-war capitalism, 
the autonomy of business decisions. 

Naturally the greater influence of the government would signify 
little if it were simply used to buttress the power, and underwrite 
the actions, of private business - if the state, in the Marxist phrase, 
were stiU the ‘executive committee’ of the capitalist class. But 
of course it is no such thing. The policies and attitudes of govern- 
ment are by no means the same as they were in the 1930s. The 
change is due mainly to a Leftward shift in the balance of elec- 
toral opinion, reflected not merely in six years of post-war Labour 
rule, but also in the significantly reduced majorities, by pre-war 
standards, of the succeeding Conservative Governments. Con- 
scious of the slender electoral margin now separating the parties, 
and sensitive also to a fundamental change in public attitudes 
towards full employment and social welfare, these administra- 
tions have largely preserved the changes introduced by the 
Labour Government; and this has required the exercise of 
economic power on a scale, and in a direction, which \s'ould 

1 V. Chapter XXIV. 
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never have been countenanced by pre-'ivar Conservative Govera- 
ments.i 


T^be reahty of the change is attested by the different outcome 
of clashes of group economic interests. These most obsuously take 
the form of disputes over the distribution of income. The next 
chapter shows that a major redistribution of personal incomes 
has occurred, and that tire gains have accrued largely to the 
workers, while the losses are at the expense of property-incomes 
-the share of net dividends, in particular, is much reduced. In 
addition, and indeed partly responsible for the smaller share of 
dividends, the taxation of profits is now much heavier than be- 
fore the war despite an unceasing chorus of protests from business 
leaders. "When private industry cannot even win, its taxation 
battles against the government, something quite important must 
have changed. 

Equally significant is the distribution of economic sacrifices in 
a crisis, for this reflects perhaps more accurately than anything 
else the ultimate location of po^ve^. Before the war, it -was always 
the working class which bore the brunt. Since the -war, the out- 
come has been quite different. It tvas a shrewd, though not over- 
friendly, American observer who remarked of the 1947 crisis that 
Tor the first time in British history the brunt of an economic 
crisis is not being borne by the ^vorkers^^ The best evidence of 
the change, at least during the period of Labour Government, 
was to be found in the intense antagonism of the better-off classes. 
‘Herein lay the whole secret of the middle classes’ attitude to 
the Government, ^vhich ranged from white fury to hurt bewlder- 
ment. In 1921 they had suffered severely, but the working class 
had suffered too. ... It was the same in 193^* • * • now the 
Labour Government was talking about “equality of sacrifice , 
and the ^vorking class was not sacrificing an}^ng; there -weren’t 
even any unemployed.’® Certainly the middle classes have come 
off distinctly better under the Tories. Yet a repetition of 1921 
or 1931 is unthinkable even now; the national shift to the Left, 


1 The possibility that the Consers’atives may beliave differently in ' 

cussed in Chapter III, Section II. But to take one current example, no pre-^ 
Conservative Government would have introduced the anu-monopoly Icgis! 
■which has come from the present administration. 


2 Herbert L. Matthews in the New York Times, 25 November 1947. 

3 Roy Leivis and Angus Maude, Hit English Middle Classes (Phoenix House, 1949). 
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with all its implications for the balance of power, may be accepted 
as permanent. 

The other test lies in social and political attitudes. Here the 
contrast ■with both the facts and the expectations of the 1930s 
was complete, most obviously during the period of Labour rule. 
Pre-war socialists often anticipated violent, if not unconstitu- 
tional, opposition from private business; and a whole theory of 
‘capitalist sabotage’, ranging from a flight of capital abroad to 
a ‘strike of capital’ at home, was constructed on this premiss. 
The event was very different. Investment proceeded brisHy, and 
indeed had to be restrained; the opposition to nationalisation, 
although vocal, was never -violent; firms and Trade Associations 
co-operated amicably \vith Labour Ministers; there was no hint 
of sabotage; and generally the atmosphere was one of amiable 
amenability, not untinged \vith nervousness. 

All this was partly, of course, a reflection simply of the extreme 
unplausibihty of pre-war Marxist analysis. But it also reflected 
a consciousness on the part of industry that the balance of power 
had altered. This consciousness (and also the diminished capi- 
talist influence wthin industry itself) was most conspicuously 
demonstrated by the acceptance of voluntary dividend restraint 
during the Crippsian era. Despite the outcry in the City press, 
the degree of co-operation was remarkable, and a striking sign 
of weakened capitahst self-confidence. Certainly company chair- 
men continued to fulminate in their annual speeches; but their 
actions were the reverse of aggressive. 

The fact that governments now exercise this pervasive eco- 
nomic power, and that they do so from motives other than a 
desire to prop up private business, would be sufficient by itself 
to outmode most pre-war, semi-Marxist analyses of class power. 
‘Whatever the forms of state’, wrote Laski in 1937, ‘political 
power will, in fact, belong to the owners of economic po\ver.’^ 
This was hardly a very helpful or plausible statement even in 
1937, in the light of the history of Nazism and Fascism. But if 
we are to make misleadingly simple statements of this kind, it 
would be more accurate to turn Laski’s statement on its head: 
whatever the modes of economic production, economic power 
will, in fact, belong to the owners of political poAver. And these 
to-day are certainly not the pristine class of capitalists. 

1 Liberty in the Modem State (Pelican Edition, 1937), p. 52. 
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the relation between wages on the one hand, and profits, employ- 
ment, or the foreign balance on the other. ^ These factors had 
aU changed in a manner favourable to labour even before 1939. 
Yet the strength of the Unions was still severely limited by large- 
scale unemployment; and they were obviously, and knew it, the 
weaker of the two contenders. 

The change from a buyer’s to a seller’s market for labour, 
however, by transposing at once the interests, and therefore the 
attitudes, of the two sides, has dramatically altered the balance 
of power at every level of labour relations. 

At the level of the individual worker, the decisive change re- 
lates to the question of dismissal. The employee, for ivhom dis- 
missal before the war was often a sentence of long-term unem- 
ployment, can now quickly find a job elsewhere; and he has 
lost, in consequence, his fear of the sack, and udth it his docility. 
The employer, on the other hand, who before the war could 
replace a dismissed worker from a long waiting-hst of applicants 
for jobs, may now have difficulty in finding any replacement at 
all; and he has acquired, in consequence, a reluctance to dismiss, 
and himself has become more docile. Thus the balance of ad- 
vantage is reversed, and the result is a transformation of relation- 
ships at the shop-floor level. 

At the level of the plant or firm, the main change lies in the 
altered attitude of the two sides towards their ultimate weapons 
of coercion -the strike and the lockout. With unemployment, 
the employer can often well afford to endure a strike or initiate 
a lockout; the odds in the contest are on his side, while the cost 
of a stoppage, with stocks often high and market conditions un- 
profitable, may be relatively minor. But with full employment, 
the odds are quite different, since the workers can now hold out 
much longer; while the cost of a stoppage in terms of profits fore- 
gone is likely, wth stocks perhaps low and a lucrative market 
demand, to be much greater. The employers’ incentive to avoid 
strikes has thus increased in the same measure as the workers’ 
prospects of -winning them; the implications for the balance of 
power are ob-vious. 

^ Thus there was much less pressure for wage-reductions in 1931 than in 1921, 
partly because there was no general fall in prices as in 1921, but partly because 
employers now realised that competitive price-reductions would do them little good 
in the face of a rather inelastic consumers’ demand, and with the certainty that 
their rivals would follow suit. 
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• implications extend to relations at the level of the 

indust^, and hence to the question of wage-settlements. In addi- 
tion, the high profits associated ivith full employment naturally 
inchne employers more readily towards wage concessions, wWch 
can be more easily passed on to the consumer, or absorbed by 
rising productivity, than under conditions of depression. Indeed, 
so eager is the demand for labour to satisfy the prosperous full- 
employment market that employers are often themselves respon- 
sible for (sometimes sub rosa) wage increases. 

The different outcome of labour-management disputes, as com- 
pared with before the war, testifies clearly to the shift of power. 
Wage-demands, now made annually in most important indus- 
tries, are regularly conceded by employers to an extent which 
arouses constant alarm amongst economic commentators. Again 
and again a large wage-claim is submitted, ivhich the entire 
financial press condemns as dangerous and unrealistic; a few 
weeks later it is quietly but generously settled by the employers 
concerned. To take two industries at opposite ends of the scale 
of prosperity, neither the engineering nor the railway unions 
to-day would feel much doubt about where the balance of indus- 
trial power lay. Indeed, people are now more nervous lest the 
Unions may abuse the new bargaining strength conferred on 
them by full employment.^ 

The outcome of strikes and lockouts is similarly a reversal of 
the customary pre-war pattern. In fact the employers have vir- 
tually abandoned the use of the lockout; while a much higher 
proportion of strikes culminate in a climb-down on the part of 
management. Indeed, employers have partially ceded their most 
fundamental power of all — to decide who, and how many, to 
employ; both these decisions are sometimes reversed under the 
threat of a redundancy strike, or a stoppage over the dismissal 
of a particular individual. This is a far ciy'^ from wage-slavery* . 

But perhaps the change is most conspicuous, in terms both of 
actual policy and social attitudes, in the relations between the 
Unions and Conservative Governments. Here one can speak, 
without exaggeration, of a peaceful revolution. One cannot 
imagine to-day a dehberate offensive alliance between Govern- 
ment and employers against the Unions on the 1921 or 1925-b 


1 1 am not concerned 
in the chapter on wages 


here wth whether or not they do abuse it- 
but simply svith the fact that it exists. 
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or 1927 model, with all the brutal paraphernalia of wage-cuts, 
national lockouts, and anti-Union legislation; or, say, a serious 
attempt to enforce, as so often happened in the 1920s, a coal 
policy to which the miners bitterly objected. 

Instead, the atmosphere in Whitehall is almost deferential, the 
desire not to give offence positively ostentatious. We see cordial 
and intimate meetings at No. 10. One Conservative Minister 
pubhcly rebukes a firm for declaring redundancy ivithout prior 
consultation with the Unions. Another, forced to choose be- 
tween the National Union of Mineworkers and a pressure- 
group of his own back-benchers, unhesitatingly chooses the 
former. The Cabinet firmly resists all efforts to bring Trade 
Union restrictive practices wthin the orbit of the Monopolies 
Commission. Industrial legislation is planned only after the most 
anxious consultation with the Unions. And in 1 955, twenty-eight 
years after the Trade Disputes Act, the Conservative Government, 
in the face of considerable public clamour, unites in adamant 
opposition to proposals for ‘outlawing’ even unofficial strikes. 


vrt The Psychological Revolution Within Industry 
and the Altered Role of Profit 

So far we have considered the loss of economic power by the 
business class as a whole to forces external to itself. But internal 
changes have also occurred within industry which significantly 
reduce the power of the capitalist class relative to other managerial 
classes. These changes were already perceptible before the war; 
but they have accelerated in the last decade. 

The first, a consequence of the growing scale, complexity and 
technical intricacy of modem industry, is the increasingly speci- 
alised nature of business decisions. The gifted amateur is more 
and more at a discount; and even the professional top executive 
sometimes finds his decisions almost pre-determined (especially 
in regard to investment) by technological or research considera- 
tions. As a result, although the ultimate power of course remains 
in the hands of the top ‘lay’ management, more and more influ- 
ence passes to the technical experts and specialists - the new 
‘organisation men’ with the ‘long-haired know-how’, to use 
the current American slang: the plant engineer, the research 
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research experts, the corporation la^v7ers 
and the like. This partial change in the character of the decision- 
making function naturaUy calls for men wth a different outlook 
and equipment, and therefore different interests and motives, 
from those of the traditional capitalist. One sign of the change is 
the Rowing number of scientists and specialised technicians 
appointed to boards of directors. 

But much more sigmficant, though many socialists are reluctant 
to admit it, is the change in the psychology and motivation of the 
top management class itself. This is partly, though by no means 
solely, a consequence of the now well-documented change in the 
composition of the business-executive class. The divorce between 
ownership and management, and the relative gro^vth of the joint- 
stock corporation ■vwth fragmented shareholding, were of coune 
already evident before the war. But the process has been further 
accelerated since by the continued growth in the scale and hence 
the financial reqiurements of industry, by a level of taxation 
which bears relatively more heavily on the small private business 
than on the public company, and by the effect of higher death 
duties in compelling the conversion of private into public com- 
panies. Business leaders are notv, in the main, paid by salary' and 
not by profit, and owe their power to their position in the mana- 
gerial structure, and not to ownership. Meanwhile, the nominal 
otvners have largely lost even the residue of control which they 


retained before the war. 

And top management to-day is independent not only of the 
firm’s own shareholders, but increasingly of the capitalist or 
property-owning class as a whole, including the financial institu- 
tions. As compared with the inter-war period, a higher proportion 
of profits is ploughed back into the business, and a higher pro- 
portion of capital expenditure is financed internally and not by- 
recourse to outside capital. It is true that the Marxist prophecy 
of the transition to ‘finance-capitalism’, as industry fell more 
and more into the clutches of the City and the banks, was never 
at any time wholly fulfilled in Britain. But the financial difficul- 
ties created by the depression caused at least a trend m that 
direction before the war; and there were certain important indus- 
tries in Avhich management was, in consequence, extremely 


susceptible to outside 
To-day, hmvever, a 


financial pressure. 

decade of prosperity and high gross pronts. 
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combined with a lower ratio of dividend distribution, has greatly 
fortified the financial strength and independence of most public 
companies. Despite the increased weight of taxation, undistri- 
buted profits are normally sufficient (taking industry as a whole) 
to finance the whole of industrial capital formation - with a good 
deal, indeed, to spare. Naturally some firms still need to borrow 
or make new issues of share-capital; but internal company sav- 
ings, relative to investment, are now higher than before the war.^ 
The economic power of the capital market and the finance 
houses, and hence capitalist financial control over industry (in the 
strict sense of the word), are thus much weaker. This change 
alone makes it rather absurd to speak now of a capitalist ruling- 
class. 

The decline of capitalist control does not of course mean that 
the profit-motive has disappeared, or that profits are less im- 
portant. It is a mistake to think that profit, in the sense of a 
surplus over cost, has any special or unique connection wth 
capitalism. On the contrary, it must be the rationale of business 
activity in any society, whether capitalist or socialist, which is 
growing and dynamic.^ But with the divorce between ownership 
and management, the role of profit has undergone a subtle 
change, which leads to a consequential change both in the dis- 
tribution of profit, and in the intensity with which maximum 
profits are pursued. 

The contemporary business leader does not want high profits 
primarily as a source of high personal income or consumption; 
since he does not own the business, he cannot, as his capitalist 
predecessor often used to do, withdraw large sums from it for 
his own enjoyment. Nor does he seek high profits primarily in 
order the maximise the reward of shareholders. He seeks them - 
partly, of course, because in the long run his own remuneration 
depends on the success of the company: but mainly because his 
social status, power, and prestige depend directly on the level of 
profits. This is both the conventional test of business perform- 
ance, and the source of business power. It determines both the 
strength and prestige of the firm, and the power and social status 
of its executives. Thus profit remains an essential personal and 
corporate incentive — but largely as a source of strength and 

1 Detailed evidence for all these statements tvill be found in Chapter XX. 

2 V. Chapter XX, Section I. 
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influence, and not ^ an avenue to a pri\dleged consumotion- 
position for the capitalist. The implications for the distribution 
01 mcome, as the shareholders’ champions ivell realise and the 
figures of dividend pa^mients demonstrate, are of course profound. 

A further result of this change is a less aggressive pursuit of 
maximum profit at aU costs. Profits are seen pardy as a source 
of social prestige. But in the climate of the iveFare state, they 
are far firom being the only such source. The business leader can 
also acquire prestige by gaining a reputation as a progressive em- 
ployer, -vvho introduces co-partnership or profit-sharing schemes: 
or by being known to possess a high standing in WTiitehall, and 
to have the ear of hlinisters, an obwous candidate, perhaps, for 
Royal Comnussions and JMational Advisory Councils j or by enjoy- 
ing an outstanding local and chdc reputation, as a benefactor, 
a helpful fiiend to the City Council, a member of the Court of 
the civic University; or by displaying obwous patriotism, and 
devoting a lot of time to the British Producti\dty Council: or 
simply by being an intellectual, rvho broadcasts and imtes in 
Bank Revietvs, or makes speeches at the British Institute of 
Management or Nuffield Conferences at Oxford. Such actititics 
are increasingly common and well-regarded. 

All this represents, I believe, a profound change in the social 
climate, tvhich communicates itself even to the sphere of business 
decisions. Thus private industry’’ to-day tends to be very sensitive 
to public opinion, and to its o^\’^ notion of the public interest, 
even though no specific tlireat or sanction may’ have to be feared 
either from the government or from labour. This is eUdent even 
in respect of price pohcy\ Price-determination is not no^v simply 
a matter of crude profit-maximisation, or invariably directed to 
the greatest possible exploitation of the consumer. It is at least 
influenced by notions of -what constitutes a conventionally fair 
and reasonable price, which ^^'iIl be acceptable as broadly in the 
public interest, and immune from accusations of over-charging. 
For a long time after the Avar, for example, there Averc many 
goods, such as motor-cars, for Avhich a huge pent-up demand 
existed, and Avhich Avould haA’C commanded an enormous pnee 
in a free market. Yet manufacturers, almost Avidiout e.xception, 
held prices doAm to Avhat they considered a ‘fair’ and ‘reason- 
able’ level, Avell beloAV the market or profit-maximismg price. 
No doubt considerations of long-run goodArill played a part m 
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this deliberate moderation; but the prevailing social climate also 
played a part.^ 

The traditional capitalist ruthlessness has largely disappeared 
from other spheres as well: from that of investment policy - few 
firms to-day, quite apart from the certainty of government inter- 
vention, -would even try to repeat the Jarrow story; or policy 
towards competitors, dealers or suppliers, who are seldom driven 
into bankruptcy -with quite the wgorous elan of thirty years ago ; 
and most ob-viously, in the many \vays described abo%T, from 
labour pohc: 5 ^ 

The talk, and part of it at least is genuine, is now of the social 
responsibihties of industiy^ - to workers, consumers, the locality, 
retiring employees, disabled workers, and in America, where 
business benefactions are on a gigantic scale, to universities, re- 
search foundations, and even symphony orchestras. Aggressive 
indi-vidualism is giving way to a suave and sophisticated soci- 
ability; the defiant cry of ‘the public be damned’ to the well- 
staffed public relations department; the self-made autocratic 
tycoon to the arts graduate and the scientist: the invisible hand, 
in 2vlr. Riesman’s phrase, to the glad hand. Private industry is 
at last becoming humanised. 

I do not mean that all businessmen now behave as though 
they ^vere manque philanthropists or social reformers - many mani- 
festly do not.^ But I do believe that the trend is in the direction 
I describe; that most businessmen are at least tinged by these 
more social attitudes and motives; and that those who most 
ob-viously express the change are coming to set the tone for 
industry as a %vhole. At any rate, we have here a definite contrast 
tvith a generation ago. 

This psychological change of course fuses ^sdth, and reinforces, 
the change in attitudes to the state and the Trade Unions de- 
scribed above, and due simply to the loss of economic power. 
In practice one cannot disentangle the two influences, or say 
precisely which is cause and -which effect. Nor indeed does it 
very much matter. Even supposing the motives behind the more 
diplomatic and humane behaviour to be of the narrowest and 

1 Resale price maintenance, contrary to what business spokesmen sometimes say, 
of course played no part at all so far as the manufacturers were concerned. 

" And the exceptions are often outstanding for drive, efficiency, and iimovation. 
The decline in ruthlessness may conceivably exact a price in terms of economic gro^s'th. 
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most self-interested kind, deri\dng solely from a consciousness of 
weakness, it would make no difference to our analysis - indeed 
it -would be the more convincing proof of the altered configura- 
tion of power. And no doubt a large part of the change is to be 
so explained. Yet I doubt if this is the whole explanation - 
especially as the decline in the ideology of aggressive indi-vi- 
dualism even has its reflection n-ithin the business itself, -ivhere 
decision-making is more and more passing from the indwdual 
to the team. 

This is not due solely to such technical influences as the greater 
number of variables and their increasingly specialised character, 
which virtually compel a group approach to decision-making. It 
is also due to a change in ethos, from the cult of the indiwdual 
to the cult of team\vork. This explains the almost obsessive 
contemporary emphasis on co-operation, participation, com- 
munication, ‘democratic leadership’, ‘permissive management’, 
and all the rest of the slogans of ‘progressive’ management. The 
old-style capitalist -was by instinct a tyrant and an autocrat, and 
cared for no one’s approval. The new-style executive prides him- 
self on being a good committee-man; and subconsciously he longs 
for the approval of the sociologist. He dreads any suggestion of 
high-handedness, or hint that he has failed to consult his col- 
leagues. Above all the staff must %vork as a team; and where 
once the apt analogies for business beha-viour -were taken from 
war, now they are taken from sport. As one of the shre-^vdest 
observers of American industry has -written: ‘If our society 
comes to an end it -wiU not be -vnth a bang or a whimper. The 
sound track be the soft tinkle of rimless glasses on a con- 
ference table.’^ 


\Tii T/ie Political Power of Private Industry 

But -ivhatever may or may not be happening in the realm of 
managerial psycholog}', it is indisputable that the economic 
power of the capitalist (i.e. industrial property-owning) class is 
enormously less tlian a generation ago; while even that of the. 
managerial business class is significantly restricted by the new 

1 tViliiam H. tVTiytc, Is Aiybodj Listmng? (New York, 1952), P- 223. 
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economic activism of governments, and the greater strength of 
organised labour.^ 

Nor am I personally much alarmed by the alleged political 
power of private industry. Socialists sometimes become very dis- 
turbed by the activities of such bodies as Aims of Industry, or 
the publicity campaigns launched by firms threatened wth 
nationalisation, such as Tate and Lyle in 1950 or I.G.I. in 1955. 
But what is surprising over the last decade is not how much, 
but how little, aggressive ‘free enterprise’ propaganda there has 
been; and not how effective, but how ineffective, most of it has 
proved. The exceptional cases, where it has been both deter- 
mined and effective, as in the two nationalisation instances just 
quoted, are largely to be explained by the failure of the Labour 
Party to put forward effective counter-propaganda, or to make 
clear to the country (and even to the workers in the firms con- 
cerned) just why it wanted to nationalise sugar in 1950 (but not 
in 1951 or 1955), ^nd chemicals in 1955. And one can hardly 
blame an industry threatened with nationalisation for defending 
itself by any constitutional means; one only hopes that the Trade 
Unions (which in fact have more poUtical power under a Con- 
servative, than private industry has under a Labour Govern- 
ment) or the Co-operative Movement, if they were threatened 
by some Conservative electoral proposal, would be at least as 
vigorous and vocal in their own defence.^ 

Even the resistance of the steel industry in 1950-51, which met 
with such shocked surprise in some Labour quarters, does not 
appear to disprove this view. ® It never went, in terms of political 
action, beyond what the Trade Union movement is well accus- 
tomed to undertaking. It weis not economically effective, since 
steel output continued to rise under nationalisation despite the 
refusal of the industry’s leaders to serve on the nationalised Board. 

1 It may also be said to be restricted, in another direction, by the probability - the 
evidence is not yet conclusive - that the degree of monopoly and concentration in 
the economy as a whole, after growing steadily for 40 years, decreased between 
1939 and 1950 (though it appears to have increased again slightly since 1951). 

2 The fact that firms threatened svith nationalisation often hurry to introduce 
profit-sharing schemes and the like may be taken as positively confirming the general 
argument of this chapter. 

3 And of course the acceptance by the steel industry, under the threat of nationali- 
sation, of a Govermnent Control Board with a power of veto oyer prices, and some 
powers of supervision even over investment decisions, is itself evidence of the altered 
balance of political power. 
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And it enforced the delay and awkwardness which it did only 
because the Labour Government had a Parliamentary majority 
of seven, a very brief expectation of life, and a uddely suspected 
di%rision in its own ranks over whether to nationalise or not. In 
the light of these weaknesses (and the fact that the industry 
appeared to be performing reasonably ^rell), the ability' to force 
through the nationalisation of the ‘strongest bastion of capitalist 
po^ver’ suggests that ^ve distinctly over-rate, not under-rate, the 
power of private industr^'.^ I believe, for reasons to be explained 
in Chapter XXII, that the argument for re-nationalising steel 
is irresistible. But it is not to-day, as it might have been in the 
that a privately-o^smed steel industry ^^•ields a vast poAver 
of life-and-death, beyond the control of any government to limit, 
over either our political or economic destinies. 

Of course the arguments presented in this chapter relate only 
to one manifestation of power in modem society', and that, in 
my view, of diminishing importance. Economic potver, in the 
sense described in this chapter, and tvhich rather naturally ob- 
sessed pre-war socialists when they ^\'ere analysing capitalism, 
now poses fewer problems than other forms of power ^vhich have 
nothing to do ^sith ownership or private industr)' as such, and 
indeed cut across the capitalist-socialist controversy'.- These are 
first the potver of the enlarged and bureaucratic state: secondly, 
the po^ver of a small hierarchy of Goiut, Church, and influential 
newspapers, either to block reform or to impose its ow'n social 
and moral standards on groups and indmduals: and thirdly, the 
power of those \v'ho control the btueaucratic mass organisation, 
whether public or private — the B.B.C., tlie Coal Board, and the 
Trade Unions quite as much as I.C.I. or Unilever. 

Some of these are discussed in later chapters.® I do not share 
all the current alarmism about the extreme menace which they 
present - tvhat one might call respectively ‘Grichel Down’, 
‘Establishment’, and ‘managerial revolution’ fears. Neverthe- 
less I do believe that these aspects of potver are of greater signi- 
ficance than tlie economic power to control production and 


1 For an opposite \Iesv, r. Zadour Govenment end British Industry 1945-5^ 
Rogow and P. Shore, Blackwell, 1055). 

2 It is curious that the socialist, as opposed to the radic^, tradition 

lively little to say about any aspects of power other than the economic and poUticaJ 
power of privately-owned industry. 


3 r. cspedally Chapters \'III and XI. 
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distribution decisions, now that this is so much less concentrated 
and irresponsible than it was before the war.i 

Again, statements about the decline in the economic power of 
the capitahst class are not to be taken as statements about social 
class. They do not imply that social class is necessarily any less 
pervasive or significant in Britain than it was, or even that no 
‘upper-class’, in some sense of social status and prestige, can 
now be said to exist. Economic power is only one aspect of social 
class; and other aspects may remain just as relevant even though 
this one has diminished in importance. It is quite consistent to 
say both that Britain remains to an exceptional degree a ‘class 
society’, and that no ruling class exists in the narrow Marxist 
or economic sense. 

The argument of this chapter is simply that the intellectual ( 
framework within which most pre-war sociahst discussion was' 
conducted has been rendered obsolete, first by the fact that the ; 
economy is growing at a rapid pace, and secondly by the fact'- 
that we now have a quite different configuration of economic 
power. These two fundamental changes, allied to the conse- 
quences, to be discussed in the next chapter, of achieving Labour’s 
immediate policy objectives, call for a complete re-appraisal of 
the socialist position.^ 

^ And now that the higher level and greater equality of purchasing power in any 
case make a divergence betiveen ‘production for use’ and ‘production for profit’ 
much less likely (r. Chapter IV, Section III, and Chapter XXIV, Section III). 

^ In the light of certain events which have occurred since the text of this Chapter 
was written, I must emphasise that the argument is about underlying trends, to 
which of course exceptions will continue to occur. I do not mean to imply that pro- 
duction will go up every year, or that recessions svill never occur, or that no firms 
svill ever act in a high-handed manner. But the trends here described are, I believe, 
irreversible. 
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II 


THE ATTACK ON POVERTY, INEQUALITY 
AND INSTABILITY 


I The Decline in Primary Poverty 

T he firet of the immediate objectives, \vhich %vere listed at 
the beginning of Chapter I — and it 'wss of course these 
rather than long-run analysis which absorbed the atten- 
tion of the official Labour Party - was the abolition of povertj''. 
The well-known Rowntree investigation of York in 1936 had 
sho\sTi that 31% of the working-class population, and 18% of 
the total population, were living in poverty -and York -svas 
neither a Distressed Area, nor notably a slum dtyA This con- 
clusion was supported not only by other contemporary social 
surveys, but also by specific enquiries into health and housing 
standards;^ it -was shoivm, for example, that serious malnutrition 
prevailed amongst nearly one-third of the population, and mal- 
nutrition in a lesser degree amongst over one-half.® 

These facts were a clear indictment of the existing system unless 
they %vere attributable simply to a lack of total resources. It 
would be absurd to blame the poverty of the Indian peasant 
wholly on the Indian political system — it follo^vs inevitably from 
the poverty of the country as a whole. But such %vas not the case 
in Britain; for there was both considerable unemployment (aver- 
aging 14% of the insured population over the inter-Avar period) 

1 B. Seebohm Rou-ntree, Porertj crj Progress (Longmans, 1941). 

- For a summary of these, r. C, L. Mos\-at, Britain beUeen the Wars (Methuen, 
i955)> 9‘ 

3 John Boyd Orr, Food, Health end Jacom (Macmnian, 1936), pp. si seq. 
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and a high degree of inequaKty. It is not no%v disputed that 
Svant could have been abolished before the war by a redistribu- 
tion of income’, 1 or by a lull emplo>TOent policy; and its per- 
sistence was therefore a needless scandal, due to a deficiency not 
of material resources, but of the Avill to take the necessary action. 

Post-war progress in this field can be conveniently measured, 
since Mr. Rowntree conducted a fmrther survey of York in 1950, 
using the same methods as in 1936 -with a suitable allowance for 
changes in the price level. ^ The results are thus directly com- 
parable. He found that between these two dates the numbers 
below the poverty line had fallen from 31% of the working-class 
population to under 3%, or from 18% of the total population to 
I -6%.® Thus nine-tenths of the poverty which existed in 1936* 
had disappeared. Moreover, there was a general rise in living 
standards at the lo^ver end of the scale, and not simply a move- 
ment of those previously below the povert)’ line to a precarious 
position just above it. If the working-class population is divided 
into five income groups, the three lowest were not only pre- 
dominantly above the poverty line in 1950, as they were not in 
1936, but they had fallen as a proportion of the total population 
from a8% to 13%. There was thus a general upward movement 
■within the working class, leaving the median standard of living 
appreciably higher. 

The Labour Government is sometimes denied the credit for 
these inroads into poverty on the grounds either that the rate of 
progress from 1936 to 1950 was not abnormally rapid, or that 
even if it was, this was due to factors unconnected with Labour 
rule. 

Poverty has, it is true, steadily diminished over the last half- 
century. But up to the Second World War, progress was pain- 
fully slow. Mr. Rowntree has shown that between 1899 1936 

poverty in York was reduced by bettveen one-half and two-thirds, 
and the Mw Survey of London Life and Labour reached a similar 
conclusion for London; other studies also suggest that over the 
three to four decades before the Second World War the incidence 
of poverty fell to rather over one-third of its level at the beginning 

^ The Beveridge Report: Social Insurance and Allied Services (Cmd. 6404), para. 445. 

® B. Seebohm Ro^vntrec and G. R. Lavers, Poverty and the Welfare State (Longmans, 

1951)- 

® op. dt., pp. 30-1 . 
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of the period. This \vas a welcome improvement, but much less 
rapid than the fall to only io% of the prerious level ivhich 
occurred between 1936 and 1950. 

But Avas this more rapid progress due to spedfically Labour 
policies, or to quite extraneous factors? Unfortunately, the fiist 
interpretation is often supported by an untenable argument. 
Many Labour spokesmen adopt Mr. Rourntree’s approach of 
first calculating how much additional povert}* would be caused 
by the irithdraival of a particular ivelfare measure, and then 
attributing a corresponding degree of credit to that measure for 
its part in reducing pove^-. It is said, for instance, that if food 
subsidies had not existed in 1950 a further 11% of the working- 
class population ■would have been belo\v the povert)' line, from 
■which it is deduced that food subsidies desen'e the entire credit 
for tile rescue of that 11%.^ 

But this is to assume that when food subsidies are raised or 
lotvered, nothing else changes, and ivorking-class incomes are 
affected by this one change alone. In fact, of course, things pro- 
ceed differently, since the working class also pays large sums in 
taxation; and changes in subsidies trill often be accompanied by 
changes in taxation.- Admittedly if a cut in the subsidies tvere 
balanced by tax reductions accruing entirely to the middle and 
upper classes, the above calculation might be justified. But this 
is unlikely, in tdew of the fact that the ■working class now part 
in taxation a sum larger than it receives in social benefits.^ It h 
therefore probable that some reduction in icorking-class taxa- 
tion -would occur; and the consequent increase in disposable 
money income -ivould have to be set against the effect of lower 
subsidies in calculating the net result of the change. 

The brik between Labour policies and the reduction in povert}' 
can, however, be more securely established. First, it can be sho\m 
that per capita personal consumption scarcely rose bepvccn 1938 
and 1950, the large increase in output haring been impounded 
for other and more urgent purposes (higher exports, investment, 
etc.).-* Yet average zcorhing-class consumption rose, owing to a 
significant vertical redistribution of income rvhich was certain > 
connected, as the next section will show, with post-war cconorruc 

1 op. du, Chs. 4 and 5. = Or by increases in other social beaetits. 

3 r. Chapter ^TI, Section III. „ 

4 r., for example, Professor Paish in L-rtE-S. BdUltr., March 105=, for 
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policies; and this general rise in working-class standards helped 
greatly to reduce the incidence of poverty. 

Secondly, although the working class as a whole paid for all 
the additional social services through higher taxation, it by no 
means paid in equal amounts. The additional taxation and social 
services, taken together, represented a large transfer of income 
within the working class; and the net beneficiaries were mainly 
those groups (the old, the sick, and large families) -which have 
always been the most susceptible to poverty. 

It is sometimes claimed by Conservatives that these changes 
would have occurred whatever government had been in power. 
No doubt some new social services w'ould have been pro-vided. 
But in the light of the high and, to Conser\'atives, repugnant 
levels of taxation involved, and their reiterated pledges to make 
drastic cuts in government expenditure, it is hard to believe that 
a Conservative Government would not have used the balance- 
of-payments difficulties as an excuse for contracting out of the 
more ambitious of these reforms. 

The history of the post-1918 period is relevant. Wars often 
generate a radical atmosphere, even on the Right. There is a 
mood of national unity; LefMving parties come into a coalition 
Government; nothing is too good for the boys at the front; the 
old world seems to have gone for ever, and the new \\'ill demand 
big changes. In this mood even Conservntives find themselves 
assenting to far-reaching plans for social change. A Ministry of 
Reconstruction is set up ; a Fisher Education Act is passed ; Joint 
Industrial Councils are proposed; and millions of homes are to 
be built for milhons of heroes. But after the war the reaction sets 
in; and the traditionalist forces regain their poise and confidence 
when they find that the deluge has not, after all, swept away all 
the world they knew\ Very few of the ^vartime proposals w-ere 
actually carried through after 1918. Perhaps a post- 1945 Con- 
servative Government would have done rather better, but it 
would surely not have been quite so eager as Mr. Attlee’s Mini- 
sters were to create a IVelfare State. If Conservatives "were in fact 
so ardent, might they not have done a little more in tire 1930s, 
when economic conditions were ideally propitious ? 

It is true that the post- 1951 Conservative Governments have 
not dismantled the Welfare State, and are most unlikely to do 
so. But this proves nothing about what might have happened in 
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1945. The margin separating the parties is now too narro\v, and 
the mood of the electorate too unfavourablej for any large reac- 
tion. And this, after aU, is a recurrent feature of British politics, 
that a Government of the Right \vhich foUorvs one of the Left 
never undoes all the previous reforms. But this does not entitle 
it to share the credit for introducing them in the first place. 

I The Labour Government therefore deserves praise for a very 
\ considerable achievement. But the small figures of residual poverty, 
quoted above must not be taken to mean that the tvhole matter 
can now be dismissed from mind. First, they measure only ‘pri- 
mary’ poverty, that is, poverty due directly to insufiicient earn- 
ings, and not avoidable even by the vdsest household management. 
They take no account of ‘secondary’ poverty, due to ignorant 
or imprudent spending of earnings which, if tirey rvere ^sisely 
laid out, would give a bare sufficiency; and it is clear from social 
surveys that secondary poverty is still disturbingly prevalent. 

Secondly, it must be remembered that the poverty-line ■was 
most stringently dra'wn up. It allowed a family of five, for ex- 
ample, a weekly expenditure of only fir. 8d. on drink, tobacco, 
holidays, travel, gifts, books, etc. Any family belo^v this line was 
thus li'ving under what are, by contemporary standards, ^vholIy 
imeivilised conditions; and those living just above it are little 
better off. 

Thirdly, investigations of this kind give only an instantaneous, 
and not a moving, picture. The numbers living in poverty at 
any given moment are an inadequate gmde to the numbers which 
experience poverty at some period during their lives. Even to-day 
many people fall below the poverty line ^vhen they have young 
children, and again when they reach old age.^ Although no one, 
therefore, can challenge the broad picture which emerges, or 
deny the rapid strides made since igsfi, poverty cannot yet be 
considered a problem of the past; and a later chapter discusses 
further welfare measures to combat it.® 


n The Redistribulion of Income 
The second objective was a redistribution of ^\•ealth, not solely 

1 The Ro%%’ntree-Lavers conclusions^ have also crincised on more teehnic- 

grounds {p. Political and Economic Planning, Vol. 19, No. 344J. 

- V. Chapter VII. 
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in order to raise living standards at the lower end of the scale, 
but also because socialists disapprove of extreme inequality on 
wider moral and social grounds. And the inequality under pre- 
war capitalism was certainly extreme. 

The share of wages in total private income had fluctuated 
around 40% since the turn of the century, and was not signi- 
ficantly higher in 1935 than in 1911;! the remaining 60% con- 
tinued to accrue to the far smaller numbers living on salaries, 
rent, interest, or profits. In terms of income groups, in 1937 some 

8.000 people received incomes of over £10,000 per annum, 

101.000 between £2,000 and ;{^io,ooo, while almost 20,000,000 
people (or 11,000,000 households) received less than £2^0 per 
annum. 2 Mr. Colin Clark. estimated that in the period 1929-35 
ii% of the working population took 23% of total personal in- 
come, 10% took nearly half, and 90% had to be content %vith the 
remaining half.® 

Taxation did not, contrary to a widespread belief, lead to any 
considerable redistribution from rich to poor. Dr. Bama calcu- 
lated that in 1937 the working class received in benefits only 
£’j 6 millions more than it paid in taxation; thus although the 
wealthier classes paid for the whole of unallocable ‘communal’ 
expenditure (defence, administration, interest on the National 
Debt, etc.), the tax system did not effect any large transfer of 
income.^ 

In the sphere of property, the inequality was even worse. In 
19365 1% of the population over 25 owned over half the total 
property in private hands, 5% owned 75-80%, while three- 
quarters of the population owned only 5% between them.® Nor 
had the operation of death duties significantly altered the pic- 
ture, which remained much the same in 1936 as it had been 
in 1913. 

During the war, the distribution of post-tax incomes became 
markedly more equal owing to the combination of full employ- 
ment and high taxation. But the normal sequence of events, which 
occurred in Britain after 1918 and was to occur in other countries 
after 1945, would have been a gradual reversion to the pre-ivar 

^ Colin Clark, National Income and Outlay (Macmillan, ig37)> Table 39, p. 94. 

^J. R. Hicks, The Social Framework (O.U.P., 1942)5 P- 181. ^ op. cit., p. no. 

^T. Barna, Redistribution of Incomes through Public Finance in 1937 (O.U.P., 1945)5 
Ch. XVI. 

® H. Campion, Public and Private Properly in Great Britain (O.U.P., 1939)5 PP- 109-10. 
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distnbution as emergency wartime taxation \vas steadily relaxed. 
It Labour’s responsibility to prevent this normal reaction; 
and its success in doing so must now be examined. 

Changes in real income depend on changes in gross (pre-tax) 
income, in taxation, and in relative price-levels. Taking gross 
personal income first, bet\veen 1938 and 1950 wages increased 
their share of the total from 37°^ to 44%, salaries and professional 
earmngs maintained their position, farmers’ incomes doubled 
their share (from ij% to 3%), sole traders and partnerships 
suffered a small fall, while dividends, rent, and interest fell from 
24% to 15%. Thus before making any allowance for changes in 
taxation, we can observe a substantial transfer fi-om unearned 
income to wages. 

Whilst one cannot delineate the causes of this at all precisely, 
the following influences have clearly been important. First, a 
relative shift of labour has occurred out of the service and dis- 
tributive trades (where the share of wages in the value of output 
is low) into manufacturing industry (where it is high). There 
are now relatively fewer ill-paid shop assistants and domestic 
servants, and more well-paid engineers and mechanics. Secondly, 
full employment has meant a larger than average proportionate 
rise (from unemployment insurance benefit to full wages) in the 
incomes of the previously unemployed section of the working class. 

Thirdly, the war and post-war periods were characterised, in 
Britain as else^vhere, by an almost continuous fall in the value 
of money, due partly, from 1945 onwards, to rising import 
prices. The Trade Unions are now strong enough in such cir- 
cumstances to \vin increases in money wages sufficient at least to 
maintain the value of real wages. But salaries, professional in- 
comes, rent, and interest are always stickier, and tend to lag 
behind the rise in prices. This natural tendency was reinforced 
by certain Government controls, such as that over rents. 

Fourthly, quite apart from the behaviour of ^vage rates, 
workers’ earnings are exceptionally flexible at the margin to 
changes in output. A rise in production, whether due to higher 
demand or improved productivity, is automatic^y reflected, m 
a ^vay that does not occur wtli other incomes, in higher piece- 
rate earnings, more overtime at higher rates, and higher bonus 
earnings. Thus in any period of rapidly rising output, such ^ 
that since the end of the war, wage-eamings tend to gam 
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relatively, and would so gain even though wage rates were only 
rising (as in fact they were not) pari passu with other incomes. 

Lastly, companies, from a mixture of economic pressures (high 
replacement costs and high taxation) and poKtical considerations 
(fear of a Labour Government and dividend hmitation), have 
pursued a much more conservative dividend policy than before 
the war; and dividends have fallen significantly as a proportion 
of total income-^ 

The change in income distribution of course becomes still 
more pronounced when we consider the eflfects of taxation. The 
official figures do not permit so detailed a breakdown of post- 
tax ineome as that given above for pre-tax income. But taking 
the broader categories of the National Income White Papers, 
wages in 1950 took 47% of post-tax personal income compared 
with 39% in 1938, salaries maintained their pre-war share of 
25%, while the portmanteau category ‘rent, dividends, and 
interest’, which here includes the incomes of farmers, profes- 
sional men, sole traders, and partnerships, fell from 34% to 
25%.® But Mr. Dudley Seers has calculated that almost the 
whole of this fall was borne not by the professions, farming, or 
small traders, but by property-incomes, which took 11% of post- 
tax income in 1949 compared with 19% before the war.® 

Calculations have also been made in terms of number-groups 
of incomes, showing both the altered share of the total taken by 
each group, and the change in the aggregate post-tax income of 
each group after allowing for price changes.^ 



% of total personal 

Real net income 


income 

after tax 

as % of 


1938 

1949 

1938 

1st 100,000 incomes. 

• 7-9 

3-3 

44 

1st J million incomes 

. i6-8 

9-8 

62 

1st million incomes . 

. 23-0 

15-1 

70 

1st 5 million incomes 

. 48-6 

39-8 

87 

2nd 5 million incomes 

. 18-3 

20-8 

■ 121 

Remainder® . 

• 33-1 

39-4 

127 


1 For details, v. Chapter XX. 

2 Cmd. 7933 and Cmd. 8203. The remaining 3% is accounted for by the pay of 
the Armed Forces. 

3 Bulletin of the Oxford Institute of Statistics, Vol. 12, No. to. (This Bulletin is hence- 
forth referred to as Bull. Inst. Stat.) 

4 These figures are taken from Paish, loc. cit. 6 Estimated at over 13 million. 
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figures give an exceptionaUy clear picture of the gains 
made by the lower at the expense of the higher incomes; in broad 
terms, the top 3 million incomes were all lo\ver in real terms than 
before the %var, and the remainder all higher. 

This firmer levelling of incomes by taxation was due to t^vo 
causes. First, direct taxation rose as a proportion both of net 
national income (firom 9% in 1938 to 18% in 1950) and of total 
taxation (from 35% to 67%).! Secondly, direct taxation has be- 
come markedly more progressive. Comparing 1950 vith 1938, 
a single man ^vhose income was wholly earned paid only T28 
more in tax on an income of £y)0-, ^^98 more on £i,ooo\ and 
;^2,28 o more on ;^i 0,000, reducing his net income from 
to -A- similar steepening of rates occurred in respect of 

death duties. In addition, heavier corporate taxation made a 
fiirther contribution by reducing the net profits available to com- 
panies for distribution, and so restraining the rise both in diwdend 
disbursements and share prices. 

It is sometimes pointed out that although this higher and more 
progressive direct taxation has had an important levelling effect 
on the distribution of net incomes, nevertheless the tax structure 
is not markedly more redistributive than before the war; that is, 
it does not effect a larger direct transfer of income from rich to 
poor. This is correct. It can be sho^vn that the increased social 
benefits ^vhich accrue mainly to the \vorking class are more than 
balanced by the increase in working-class taxation, and that the 
large additional sums collected from the middle and upper classes 
are absorbed by higher ‘unallocable’ benefits (defence expendi- 
ture, Budget surplus. Government staffs, interest on the National 
Debt, etc.).^ 

But this may give a misleading impression unless it is realised 
that a lower level of direct taxation %vould have given a much 
less favourable distributive picture. In the light of the ^ceaseless 
complaints from orthodox financial circles about the ‘crushing 
burden’ of direct taxation, it seems likely that a Conser\'ative 
Government Avould have greatly reduced direct taxation, and 
balanced this not by a reduction in unallocable benefits, but by 
a rise in net ^vorking-class taxation, effected probably through 

1 p I M D. little, ‘Fiscal Policy-’, in Thi British Econort^ 1945-1950, «3- G- 
tVowvick and P. H. Ady (O.U.P., 1952), P- J86. 

2 V. Chapter VII for details. 
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a cut in net social benefits. The working class would then have 
paid much more in taxation than it received in allocable benefits, 
and would have made a substantial contribution to the ‘neutral’ 
services of the State. 

Moreover, as Mr. Little has pointed out,i the redistribution 
of pre-tax incomes towards the working class created a new 
problem in pubhc finance. Since the workers normally save a 
smaller proportion of their incomes than the well-to-do, it ^vas 
necessary, if inflation was to be avoided, to maintain a high 
level of public saving through a Budget surplus. This surplus, 
which was a necessary condition of preserving the greater equahty 
of pre-tax incomes, was covered by higher direct taxation of the 
well-to-do. Had it not been, as it might not have been under a 
Conservative Chancellor, there would either have been an inad- 
equate surplus, leading to a violent inflation; or the deficiency 
would have been made good by higher net taxation of the workers, 
who would then have lost in taxation much of what they had 
gained by the redistribution of pre-tax incomes. Thus fiscal policy 
preserved, where it might easily have dissipated, the redistribu- 
tive gain accruing to wage-earners from full employment. 

It is therefore somewhat misleading to say that the redistri- 
butive effect of fiscal policy was zero. The changed conditions of 
post-war society were such that the working class might well 
have had to bear a large burden of net taxation. In fact it did 
not; and the gain in its fiving standards from the more equal 
division of gross incomes was fully maintained. At the same time, 
the levelling effects of the tax structure were sharply intensified 
by the steepening of direct taxation, with the result that the 
distribution of post-tax incomes became much more egalitarian 
than before the war. 

ni Income Equality To-day 

Adding the influence of relative price-changes to the move- 
ments in gross incomes and taxation, we may sum up, using Mr. 
Seers’ figures,^ the extent of the post-war change in net real 
incomes. Real wages in 1949 were 122% of their 1938 level, 
salaries 96%, professional earnings 89%, sole traders’ profits 
78%, and rent, dividends, and interest 51%. 

1 loc. cit. - loc. cit. ' / • . > ' ■' 
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Taking percentage sliares in total net personal real income 
wag^ rose from 37% to 47%, while rent, dividends, and interest 
lell from 20% to 10%: the remaining categories between them 
roughly maintained their share. Thus the outstanding change 
■was a transfer of 10% of total disposable income from properu-- 
ovmers to the -^vorking class. Unearned income in 1949 took oniy 
one-tenth of the total: farmers, the professions, and small tiadeis 
took a further one-tenth; while wages, salaries, social sendee 
beneficiaries, and the armed forces took 80% betrveen them. 
Looked at in another iray, hfr. Seers has calculated that ‘taking 
about one-sixth of the population in the upper income bracket 
in each case, the average real income of the upper bracket was 
about 3|- times that of the lower in 1938, and t^sice that of the 
low^er in 1948’.^ 

These are notable changes, which correspond ^rith the results 
of personal observ^ation. But two obmous warnings must be 
entered. First, some part of the improvement tsiU be undone by 
a continuation of Gonsen-ative rule, though it is most improb- 
able that the major part will faU; this danger is considered in 
the next chapter. Secondly, real consumption and firing standards, 
especially those of the -wealthier classes, do not depend solely on 
real taxable income, but on two other factors also: pfrrical 
limitations on consumption, and untaxed sources of expenditure. 
These puU in opposite directions. 

During the immediate post-war y'ears, certain physical restric- 
tions reduced the expenditure of the rich below the level which 
their incomes rvould have permitted. The acute scardty in the 
labour market reduced the number of domestic servants to per- 
haps one-quarter of the pre-war figure; rationing had an obrious 
levelling effect on food consumption; building licence controls, 
foreign currency restrictions, and many other controls aU pre- 
vented the r\-eIl-to-do from spending their money-incomes as they 
■^rished. Thus anti-sumptuary' controls reinforced anti-sumptuary 
taxation; and consumption standards rvere still further equalised. 

But with the disappearance of shortages and the return to a 
free economy, this limiting influence on expendimre has largely 
lost its force; and tlie second, contrary, influence is now of much 
greater significance, namely the access of the rich to sources 0 
expenditure other than taxable income. 
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To a far greater extent than the rest of the population, the rich 
have access to generous tax-free expense allowances; and they 
can always sell capital assets to maintain their living standards. 
A substantial property-o\mer, by reahsing (tax-free) a small frac- 
tion of his capital annually, permits himself a large proportionate 
increase in his spending at the expense of a minimal reduction in 
his future income. A man ^vith ^^200,000 of capital, from -^vhich 
he derives (at an average yield of 5%) a gross income of ;^io,ooo, 
retained until recently only after paying tax; but he could 

double his current expenditure at a cost, given the high marginal 
rates of surtax, of a mere ,^50 reduction in his future net income. 
And this takes no account of the possibiUty of capital gains, the 
exemption of which from tax gives a further advantage to the 
share-holding class. Thus figures of net taxable income are not 
a wholly rehable guide to levels of expenditure; and a section 
of the rich, notably those vith City and business connections, are 
able partially to avoid the effects of high taxation. 

But -when every allowance is made, the essential fact remains - 
that the rich are distinctly less rich, and the poor are much less ' 
poor. The levelling process is a reality even in terms of consump-- 
tion standards ; and Britain has an appreciably more equal society 
after six years of Labour rule either than it had before the war, 
or than it would otherwise have had. The fact that more remains 
to be done should not be allowed to detract from what was 
actually achieved. 


IV Full Employment and Stability 

The last of the immediate objectives was economic stability^. 
This, of course, and indeed the whole case for economic planning, 
had been envisaged in terms of solving the unemploynnent prob- 
lem. In the event, that did not prove to be the most pressing 
difficulty. Britain in 1945 was caught up in a strong and pro- 
longed inflation, and the main task facing the planners %vas not 
how to increase, but how to restrain, demand. 

This does not mean that Labour policies played no part in 
maintaining full employment. Not only did Britain avoid the 
unemployment created in some continental countries by' deliberate 
monetary restriction, but the Government’s actions also helped 
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to avert what might have been a serious structural, as opposed 
to general, unemplo^oncnt problem. During the inter-^\•ar period, 
the geographical concentration of certain particularly depressed 
basic industries gave rise to an exceptionally high rate of unem- 
ployment in the so-called ‘Distressed Areas’; and this persisted 
through boom as rvell as through slump - in 1937, for example, 
their unemployment rate rvas still nearly double the national 
average. 

A hard core of structural unemployment might well have per- 
sisted even after the war. These industries rvere, it is true, now no 
longer depressed, but flourishing. But they could not, alone, have 
provided enough emplo^mient for the whole labour force (especi- 
ally for the large numbers of women seeking rvork) ; and geo- 
graphical mobility rvas particularly lorv oudng to the housing 
shortage. The experience of Italy showed that general inflation 
was quite compatible with structural unemployment; and if the 
latter rvas to be avoided, a substantial movement of new industr)' 
into these areas rvas required. 

This movement in fact occurred. To some extent it did so auto- 
matically, as industrialists were driven by the extreme scarcity 
of labour elsewhere to^vards the few areas where it ^\'as com- 
paratively plentiful. But it Avould certainly not have occurred on 
the required scale urthout forthright Government action. State- 
!o^\^led ex-munitions factories were allocated to industrialists, ne^^' 
factories ^\•ere built by the Government for lease to private con- 
cerns, and above all the powers conferred by the system of building 
licences were used to steer new private factor)' building into these 
'areas. In 1936, only 8 out of 551 new factories ^verc built in the 
Distressed Areas. From 1945 to 1947, 50% of new industrial 
buildings ^vere sited in the (somewhat larger) ‘Development 
Areas’. As a result, the threat of serious structural unemploy- 
ment never materialised. 

Yet it remains true tliat the characteristic post-war problem 
As*as tliat of inflation, not unemployment. Nothing further is said, 
therefore, about the full empIo)'ment objective, rvhich was so 
completely attained, though not solely as a result of Labour 
policies; and the question of inflation I discuss elsewhere.^ This 
is not, of course, to under-rate the profound significance not onl> 

1 r. Chapter XIX and, for a historical assessment of post-srar inflation, in> Bnj^ r 
Ecowrtic Pnhltm, Ch. II. 
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of the fact of full employment, both for individual welfare and 
the balance of class power, but also of the explicit acceptance by 
governments of responsibility for its maintenance. This consti- 
tutes, as a moment’s recollection of pre-war debates %vill show, 
a major victory for the Left, as important as any in the social 
revolution of the last two decades. 
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IS THIS STILL CAPITALISM? 

I The Extent of the Change 

T he changes described in the prerious chapters, and 
otliers not analysed here, amount to a considerable trans- 
formation of British society; and I suppose no liberal- 
minded person would deny that things ^vere a great deal better in 
consequence. Affairs are conducted in a manner at once more 
just and more humane; and the angry clamour of past struggles 
is now heavily muffled. Recent years have ■witnessed nothing com- 
parable to the violence of the post-igi 8 period, ,wth its alternating 
succession of national strikes and lockouts; nor to the bitterness, 
a natural reaction to dole-queues, soup-kitchens and hunger- 
marches, which consumed the older industrial areas in tlie 1930s. 
The marked decline in political extremism is clear evidence of 
diminished social tensions. 

It would, of course, be absurd to attribute the entire credit for 
the improvement to the post-war Labour Governments. Capit- 
alism had been undergoing a slow, though painfully slow, meta- 
morphosis since the turn of the centur}^ Largely this "ivas 
involuntary, in the sense that it was enforced by the rebellion of 
the non-capitalist classes against the unpleasant consequences of 
industrial laisser-faire, and by the gro\sing power of the political 
and industrial Left. This ^s^as a prime reason why Marxist pro- 
phecies about the development of capitalism were never fulfilled 
in Britain, or indeed in any democratic country; as I wrote else- 
where, ‘one of the errors the Marxists ahvays made, on the basis 
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of a faulty analysis of the nature of political conflict, was absurdly 
to under-rate the socio-economic consequences of political 
democracy.’^ 

But it was not only the anti-capitalist classes which called for 
change. The business classes, which, contrary to a curious pre- 
war socialist notion, do not indefinitely prefer to endure low 
profits and economic depressions rather than accept some measure 
of reform, were simultaneously losing their pristine capitalist faith 
and loyalty. And the economic reaction was reinforced by other 
and more subtle changes: the gradual evaporation %vithin the 
bourgeoisie of the old unquestioning self-confidence, the simple 
conviction that unregulated capitalism must be tire best of all 
possible systems : the steady growth of a genuine moral conscience 
about the miserable social and physical results of capitalism:" the 
political penetration of the middle classes in the 1930s, culminat- 
ing in the astonishing phenomenon of the Left Book Club: and 
of course the psychological change, discussed in Chapter I, 
associated rtdth the gradual supersession of capitalist by mana- 
gerial personnel in industry. As a result, the anti-capitalist forces 
were attacking a citadel whose garrison was already rvcakened 
by dissension and defeatism. 

Nevertheless, whatever the future potentialities of these under- 
lying changes, the actual results were stiU rather small; and 
Britain in 1939 remained, basically, an unreconstructed capitalist 
society. 

The war, on the other hand, was a most potverful agent of 
social change. A predominantly Consert^ativc Government was 
compelled by military exigency to introduce many of the reforms 
for which the Labour Party had vainly pleaded during year after 
year of peace: government planning, full employment, redistri- 
butive taxation, new social services. The moral, that these 
measures were perfectly practicable and not merely the Utopian 
dreams of Left-tving visionaries, was not lost upon the electorate, 
which in 1945 firmly ejected the Conservatives for having neg- 
lected to do in peace Avhat they so readily did in war. 

Yet it is tvrong to ascribe all that has happened simply to the 

^ New Fabian Fissays (Turnstile Press, 1952), p. 35. 

^ Due partly to the influence of a minority of churchmen ; the cflcct produced, for 
example, by the speeches and writings of Archbishop Temple should not be under- 
rated. 
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effects of the war. As the prewous chapter pointed out, peoples 
and governments ahvays move to the Left during a war. The im- 
portant question is whether they stay there afterwards. In Britain 
after World War I, and in many other countries after World 
War II, they did not, but retreated rapidly towards the pre-war 
norm. Wars are only permanently revolutionary if foUo'wed by 
LefMving Governments which dig in, consolidate the changes, 
and use them as a basis for further advance. 

This %vas the historic task of Mr. Attlee’s Government. Just how 
successfully it was accomplished, people perhaps scarcely realise 
to-day. Memories are feeble; the changes are quickly taken for 
granted and accepted as part of the status quo; and it becomes 
impossible to recapture former moods and hopes. 

It is therefore instructive to compare the achievement with 
pre-war expectations. The most relevant comparison is -with the 
Labour Party’s ‘Short-Term Programme’ of 1937. This was 
the most detailed and concrete programme of action to which 
the Party had ever committed itself. It was described as a list of 
urgent measures ‘of Socialism and Social Amelioration, which 
a Labour Government would carry out during a full term of 
office when returned to power by the electors’. 

Its salient features were as follows: (i) Finance; nationalisa- 
tion of the Bank of England; control over new investment; redis- 
tribution of wealth by taxation. (2) Industry and Agriculture: 
powers of compulsory acquisition of land by public authorities ; 
nationalisation of railways and other unspecified ‘transport ser- 
\dces’; nationalisation of coal, gas, and electricity. (3) Social 
Benefits: holidays with pay; school-leaving age to be raised to 
16; improved pensions, workmen’s compensation, and health 
services. (4) Distressed Areas; control over the location of 
industry. 

It must not be thought that this programme, emanating as it 
did from the much-abused headquarters at Transport House, 
^v^s an excessively timid creation of cautious politicians, and 
unrepresentative of general opinion on the Left. On the contrary, 
it \vas closely in tune uith the thought of w'ell-knowm socialists 
outside Parliament, to whatever vdng of the Party they belonged. 
Professor Cole, Mr. Douglas Jay, and E. F. M. Durbin, in their 
works on socialism, all adumbrated very similar programmes^ as 
the most that could be expected of a Labour Government during 
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its first term of office.^ Indeed Mr. Strachey, at that time con- 
sidered rather far to the Left, produced a ‘Popular Front’ pro- 
gramme for the Left Book Club which ^vas incomparably more 
modest. 2 This was based, it is true, on the assumption that the 
Labour Party, in order to Avin a majority, \vould need to ally 
itself with non-socialists. Nevertheless, it ^vas described as a set 
of measures which ‘would modify the nature of capitalism to a 
serious extent’, and ‘must lead to Socialism’ in the end. It con- 
sisted of six main items: (r) the promotion of public or mixed 
investment, (2) the lowering of the rate of interest to encourage 
private investment, (3) redistributive taxation, (4) higher social 
services, (5) a public banking system, (6) government control 
over the balance of payments. 

It is evident from these programmes that the performance 
signally exceeded expectations. In each of the spheres mentioned, 
action went a good deal beyond what had been envisaged. 
Nationalisation, for example, embraced civil aNuation, steel, road 
transport, and Cable and Wireless in addition to the industries 
listed in the official programme. Social service policy extended 
to family allowances, a comprehensive National Health Service, 
and a complete new structure, instead of minor improvements, 
of National Insurance. And in the fields of redistributive taxa- 
tion, the level of employment, the Distressed Areas problem, the 
working-class standard of living, and government control over 
the economy, much more was achieved than most pre-war \\Titcrs 
ever anticipated.® 

None of this means that everything went right, or that more 
might not have been done, or that a great deal does not remain 
to be done. And of course the war helped to smooth the path of 
reform. It simply means, what is often forgotten to-day, that 
greater social changes had occurred by the end of the first 
majority Labour Government than the most sanguine amongst 
pre-war Leftists had expected. 

^ Douglas Jay, The Socialist Case; G. D. H. Cole, A Plan Jot Democratic Britain (Labour 
Book Service, 1939) ; E. F. M. Durbin, The Polities of Democratic Socialism. 

^Programme for Progress (Gollancz, 1940). But it was not as modest as Sir Richard 
Acland’s programme for a Popular Front Government, whicli was to consist of only 
four domestic promises: (i) to nationalise coal and tlic Bank of England, (2) to 
abolish the household means test, (3) to put an end to the ‘site-value racket’, and 
(4) to make milk cheap. {Only One Battle, Gollancz, 1937, p. 1 55 -) 

® Durbin, indeed, tliought that hardly any social service improvements would be 
possible during the first period of office, and courageously called for a standstill on 
the standard-of-living wliile control over tlie economy was being consolidated. 
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II The Danger of Conservative Reaction 

But are these changes very precarious ? Is the whole nc\v struc- 
ture vulnerable simply to a few years of Conservative reaction? 
There would be no point in getting very excited if ever^^thing 
was no^v to be undone, with Labour watching helplessly from the 
opposition benches. 

Many such fears were expressed in 1951. I confess I never 
shared them. Of course it \s'as always obvious that the Con- 
servatives would do reactionary things, and peel off several layers 
of what had been achieved : that they would alter the priorities, 
■\\ithdra^\■ the frontiers of social control and o^vnership, and above 
all redistribute real income from poor to rich - by changes in 
taxation, reductions in subsidies, and the removal of controls. 
All these things have in fact been done; and more will be done 
in future. But it ^vas never likely that the Conservatives ^vould 
destroy the hard core of the achievement; and even if ^ve suffer 
several more years of Conser\'ative rule, I should still expect 
75% of the reforms to remain intact. 

This is partly because some of the changes cannot be undone 
by any practicable means %vhatever, being due not to Acts of 
Parliament, but to fundamental changes in the social framework. 
Thus tlie transfer of po\ver described in Chapter I could not be 
substantially reversed by any Government, for its causes lie much 
less in legislation, than in changes in social psycholog}”^, the moral 
consensus of opinion, technolog)', and the internal structure of 
industry. 

Even if this rvere not the case, a wholesale counter-revolution 
would still be rather unlikely. It is not, for one thing, in the 
nature of the British Conservative Party, which for all its clamorous 
fringe of backwoodsmen usually entrusts its leadership to cautious, 
realistic Peelites.^ Indeed, it lacks tlie essential attribute of a 
counter-revolutionary party - a faith, a dogma, even a theory. 
A passionate desire to restore the past must rest on a deep attach- 
ment - moral, ideological, or theoretical - to the \drtues of that 
past. And this the British Conservative, ty'picaUy pragmatic and 
empirical, seldom has. His attaclunent is to tlie status quo, ■what 

1 For an excellent discussion of this whole question, v. Roy Jenkins, PuTStnl of 
Progress (Hcinemann, 1953). 


60 


IS THIS STILL CAPITALISM? 

ever the status quo may bej and his function is less to reinstate 
the past than to preserve the present. 

This is particularly true to-day, since the immediate past was 
an era characterised by chronic depression, %4olcnt instability, 
and a singularly unheroic foreign policy. Nostalgically as Con- 
servatives may think back to particular features of tlrat era, such 
as the low taxation, they could hardly, by any feat of self- 
deception, beget a deep doctrinal or emotional devotion to 
pre-war society as a whole, or convince themselves that the 
1930s rvere a glorious age, any defection from rvhich is immoral 
as well as unwise. 

The mood of the electorate provides, in any event, a sufficient 
guarantee against a sweeping counter-revolution. The voters, no\v 
convinced that full employment, generous welfare services and 
social stability can quite well be preserved, will certainly not 
relinquish them. Any Government which tampered seriously with 
the basic structure of the full-emplo^onent Welfare State would 
meet with a sharp reverse at the polls; and this knowledge acts 
eis rather a strong inducement to pohticians not to tamper. It is 
this which explains the otherwise curious phenomenon that tlic 
Conservatives now fight elections largely on policies which twenty 
years ago were associated with the Left, and repudiated by the 
Right: on increases in the social servnees, the over-riding claims 
of full employment, the prosperity of the wage-earners, and even, 
occasionally, the success of the nationalised industries! The fact 
that the political battle to-day is waged mainly on ground chosen 
by the Left is remarkable evidence of the change in national 
ideology. 

It is significant, in particular, that the feature of post-war 
society which, for electoral reasons, is the least vulnerable to 
pohtical reaction, namely full emplojuncnt, is also one of the 
most decisive for the undcrl'j'ing balance of power. As an 
earlier chapter showed, it constitutes a basic cause of tlic shift 
of economic power away from the business class; and so 
long as it is maintained, then whoever gov'ems at ^Vcstminstcr, 
the organised workers will remain the effective power in 
industry. 

The Conservatives, then, besides acting as a barrier to furfficr 
advance, will continue to make dents in the new social and eco- 
nomic structure; in particular, tlicy vvill fav'our the bcttcr-off 
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classes as much as they dare. But they -wall certainly not destroy 
the essential fabric. ^ 


in Is Britain a Capitalist Society? 

Is there any sense in which the new structure can still be 
described as capitalist? This, obviously enough, is a matter of 
definition. But it is not the less important for that. Words such 
as capitalism, socialism, democracy, and communism have a 
strong emotional and propaganda content. It is therefore a matter 
of some importance whether a society (or a person!) is or is not 
labelled communist, or capitalist, or socialist, or democratic, since 
the label itself mil influence people’s attitudes towards the society 
(or person) in question. Verbal precision is therefore not a merely 
trivial or pedantic matter. 

The word capitalism might reasonably be taken to mean one 
of two things. First, it might be used in a historical sense to de- 
scribe the society which developed in nineteenth-century Britain 
after the Industrial Revolution, and which in its main outlines, 
although of course with modifications, persisted into the 1930s. 
This was in fact the sense in which the word first came into 
common use, having been chosen because the most conspicuous 
difference between industrial society, and medieval or feudal 
society, was the large-scale creation of industrial capital. Hence 
the word came to be applied to the whole of the society ^vhich 
grew up round, or on the basis of, this technological revolution. 

On this historical definition, it is manifestly inaccurate to call 
contemporary Britain a capitalist society.^ What, after all, ^verc 
the salient features of that society, which fundamentally deter- 
mined its social character? 

(i) The autonomy of economic life, the decentralisation of 
economic decisions down to the individual unit of production, 
and the subordination of these decisions to (mainly) market 
forces; that is, what is crudely called laisser-faire. To-day, by 
contrast, as was shown in Chapter I, the state and the political 
authority have removed a mde, and strategically decisive, segment 

1 That is, unless we adhere to a literal interpretation in terms of large aggregations 
of industrial capital, in which case of course Britain is still a capitalist country but 
so is Soviet Russia. 
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of economic decisions out of the sphere of purely market 
influences, and made them subject to deliberate political control. 
Through fiscal policy, and a variety of physical, legislative, and 
financial controls, the state now consciously regulates (or seeks 
to regulate) the level of employment, the distribution of income, 
the rate of accumulation, and the balance of payments; and its 
actions heavily influence the size of industries, the pattern of 
output, and the direction of investment-decisions. The passive 
state has given way to the active, or at least the ultimately 
responsible, state; the political authority has emerged as the final 
arbiter of economic fife; the brief, and historically exceptional, 
era of unfettered market relations is over. 

(2) At the level of the unit of production, decisions were 
effectively controlled by a class of private owner-managers, or 
capitalists, who (given the background of laisser-faire) largely mono- 
polised economic power in the sense defined in Chapter I. This 
situation no longer exists even in the unit of production. In tlic 
basic industries, nationalisation has wholly deprived the capitalist 
class of its power of decision. But it has been similarly deprived 
in much of the private sector. The growth of the managerial 
joint-stock corporation has transferred the function of decision- 
making to a largely non-owning class of salaried executives, who 
suffer singularly little interference from the nominal owners. Even 
this new business class finds its freedom of action limited to an 
extent which its capitalist predecessors never did — ^partly by the 
growth in the role of government, but mainly by the growth in 
the po'\ver of labour, stemming generally from the rise in Trade 
Union strength and specifically from the altered conditions in 
the labour market. Thus the classical capitalist class of entre-' 
preneurs has largely disappeared, at least from large-scale in- 
dustry; while its successor, the business executive class, can 
certainly not be said to monopolise economic power even in the 
individual firm. 

(3) Industrial capital was privately oumed, as of course is 
implied in the previous point. This is still true of the greater part 
of industry. But its significance for social and economic relations 
has wholly altered for the two reasons just given, and ^s’ith the 
results described below. 

(4) The distribution of wealtlr was characteristicall}' unequal 
for two reasons. First, the concentration of economic power in 
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the han^ of one class meant that this class steered the distribu- 
tion of income^ so far as it could, in its o^nti favour. Secondly, 
since this class was a capitalist one, at once the main source of 
new capital and the main agent of production decisions, strict 
economic considerations, quite apart from the balance of class 
po\ver, necessitated an exceptionally large return to industrial 
capital-o\sTiership relative to other sources of income. 

To-day, as the prerious chapter showed, the distribution of in- 
come has become significantly more equal; and the change has 
been almost entirely at the expense of property-incomes. Even 
more sigmficant, the income accruing to the owners of industrial 
capital has dwndled to a negligible share of the total. Dividends 
net of tax are now only some 3% of all personal incomes after 
tax;^ and even making a generous allowance for realised capital 
gains, this is a total reward to the ‘capitalist’ class which makes it 
startlingly clear that the economy is no longer basically capitalist- 
motivated, and that private share-capital is no longer, as it was 
under capitalism, the foundation and mainspring of the whole 
system. The demise of capitalism could almost be inferred from 
this one figure alone. 

(5) Capitalism was historically associated with an explicit, 
assertive, and, in the perspective of history, unusual ideology. 
Its essential features were, first, the veneration of individualism 
and competition: secondly, an insistence on the absolute and 
unconditional rights of private property: thirdly, an intellectual 
belief that the unfettered exercise of private rights must, by ‘the 
invisible hand’ of economic competition, maximise the •welfare 
of the community. 

None of these beliefs could be said to form part of the ruling 
ideology in Britain to-day. The non-capitalist classes have always 
opposed an ideal of co-operation, social action, and collective 
responsibility to that of individualism; and as their power grew, 
so this ideal increasingly prevailed. No one would argue that in 
the contemporary Welfare State the dominant ideology was one 
of self-help or aggressive individualism.” And even within the 
business class itself, as Chapter I has showm, the worship of 

1 Gross dividends on ordinary shares in 1954 were £600 million, total personal 
incomes before tax over £14,000 million. Di\-idends, ossing to the imcqual distribu- 
tion of shareholding, of course pay a much higher-than-average rate of tax. 

- V. Chapter V, Section IV, for a fuller discussion of the decline of the competitive 
ideal. 
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individualism has given way to a positive cult of team-work and 
group action. 

Nor does anyone now much believe in the over-riding rights 
of private property. ^ Even Conservatives to-day seldom dress 
their claims in these terms; instead, they borrow moral standards 
and criteria that used to belong to the Left. It is significant that 
the opposition to nationalisation was usually based less on 
grounds of private property-rights, than on arguments about 
efficiency. And in so far as any ideology of property-rights 
persists, it is not wthin the new class of business managers, 
who find their sanction rather in performance and economic 
growth. 

As for the dogma of the ‘invisible hand’, and the belief that 
private gain must always lead to the public good, these failed 
entirely to survive the Great Depression; and even Conservatives 
and businessmen now subscribe to the doctrine of collective 
government responsibility for the state of the economy. 

(6) Lastly, 2 capitalism was characterised, largely as a conse- 
quence of these other features, by an intense class antagonism. 
Indeed this was inevitable in a society dominated by an aggres- 
sive economic ruling-class, whose power was yet increasingly 
challenged by an emerging class - the industrial workers. From 
the Peterloo massacre, through Chartism and the violence of pre- 
1914 syndicalism, to the bitter coal strikes of the ’20s and ’30s, 
the atmosphere was one of constant industrial tension, often 
verging on class war. 

To-day this heavy, lowering atmosphere has largely lifted. Of 
course we stiU have strikes, hostihties, and periodic outbursts of 
emotion - perhaps even to a surprising extent.® But they no longer 
take the same prolonged, dogged, and embittered form. The dis- 
putes are conducted within more moderate hmits; compromises 

^ ». Chapter XVII, Section I. 

2 I am not sure what view should be taken of another feature of capitalism, at 
least according to Marx and Engels. ‘Our bourgeois, not content with having the 
wives and daughters of the proletarians at their disposal, not to speak of common 
prostitutes, take the greatest pleasure in seducing each other’s Mves. Bourgeois 
marriage is in reality a s>’stem of wives in common. ... It is self-evident that tlic 
abolition of the present system of production must bring with it the abolition of the 
community of women springing from that system, i.e. of prostitution boilt public 
and private.’ {The Communist Manifesto, 1848.) This seems rather a harsh judgment 
on mid- Victorian morality. But I am not sure what it suggests for tlic argument 
of this chapter. 

3 0. Chapter IX. 


E 


65 



THE TRANSFORMATION OF CAPITALISM 
are more quickly reached; and the mihtant language of class- 
war, the terminology of revolt and counter-revolt, is itself passing 
out of usage. 

The more pacific character of the pursuit of power is reflected 
in the altered social and political attitudes of the different classes. 
Generally, the temper of political controversy is now much calmer. 
One could never to-day use descriptive language which seemed 
quite apt even t\venty years ago. ‘The forces of capitalism’, 
wrote Laski, ‘are highly integrated, [and] have the self-confidence 
which comes from the absence, so far, of any serious challenge 
to their authority. . . . All the main instruments of po^ver and 
property are in their hands. ... If democracy stands in the ^\’ay, 
so much the worse for democracy. ... If democracy \vill not 
stand much longer the poverty and unemployment . . . then they 
are prepared for the destruction of democracy.’^ To-day this 
sounds like an echo from another %vorld. 

The attitude of the workers, both leaders and rank-and-file, 
has similarly lost its \dolent character. Some militants still occa- 
sionally speak in the accents of the class-war; but their social 
attitudes often belie their words. It is characteristic of a genuine 
class-war period, when the masses are rebelling against real 
oppression and exploitation, that the leaders identify themselves 
mth their foUo^vers, not only intellectually and emotionally, but 
in their private and social hves. “ They embrace a severe austerity, 
decline to mix socially ^rith the governing class, and dedicate 
their entire lives, their hours of leisure as well as of work, to the 
prosecution of the struggle. The more amiable and sociable atti- 
tude of contemporary leaders, even on the ‘militant’ wing of 
the Left, is a significant sign of the change of mood - and, of 
course, a ^vell-justified s^mibol of greater strength and self- 
confidence. And so far as the rank-and-file are concerned, their 
attitude is described in a prophetic remark of Engels; ‘the 
masses have got damned lethargic after such long prosperity. 
But unhke him, not everybody would consider this a bad 

tiling- 

Thus almost all the basic, characteristic features of tradiUonal 


r Liberty in the Modem Stale, pp. 25 scq. 

- That is, the genuine and trusted leaders, as opposed to the future deserters, like 
MacDonald, who are gradually seduced by the ‘aristocratic embrace . 

3 The ConesporJence of Marx and Kneels (Lawcncc and tVishart, 1934)1 P- ^ 6 . 
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pre-1914 capitalism have been either greatly modified, or com- 
pletely transformed. Does it then make sense to go on spealdng 
as though contemporary Britain were still similar in kind to tlic 
society historically designated by the word capitahsm? Surely 
not. And it is significant that our society is now different in kind 
from classical capitalism, not only in the socio-economic respects 
considered in this chapter, but in almost every other respect that 
one can think of- family relationships, population trends, sexual 
morality, personal religion, the position of women, hterar}’^ and 
artistic standards, and so on. It would be curious if these pro- 
found changes in every part of what Marx called the ‘super- 
structure’ reflected no fundamental change in the underlying 
social and economic forces. 

It therefore seems misleading to continue talking about ‘capit- 
alism’ in Britain, as though the lines of battle were essentially 
the same as a generation ago. But the difficulty is that people 
feel happier if things are labelled; and they will not discard an 
old label unless a satisfactory new one wns acceptance. And no 
new terminology has come into universal vogue. The colourless 
.‘Mixed Economy’ and the rhetorical ‘Welfare State’ have 
gained most currency; but neitlier is a satisfactory descriptive 
label for contemporary British society. 

I once rashly joined in the search for a suitable name, and in 
New Fabian Essays called the new society ‘statism’. But it was, 
on reflection, a bad choice. It has come to be Mdely used, especi- 
ally in the U.S.A,, but as a synonym for ‘collecti\dsm’, which 
was not the connotation intended. Having had no better idea 
since then, I have no intention of trying again. Nevertheless, I 
believe that our present society is sufficiently defined, and dis- 
tinct from classical capitalism, to require a different name. It is, 
of course, always a matter of extreme doubt, indeed simply of 
personal judgment, when one can properly say of any evolving 
society, which avoids a complete upheaval, that a quantitative 
change has become a qualitative one, a change in degree a change 
in kind. Thus most historians would agree tliat it took six centuries 
of continuous evolution for full-blooded feudalism to develop into 
full-blooded capitalism; but they would disagree about the date 
at wliich the feudal features ceased to be, and the capitalist features 
became, the predominant ones which gave tlic society its charac- 
teristic tone. 
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Similarly people wmild disagree to-day (although the pace of 
change has been a great deal faster) ; and it can only be a per- 
sonal judgment that capitalist features and attitudes no longer 
predominate^ and that a change in degree has become a change 
in kind. But there is at least some powerful evidence to support 
the view. 


! rv The Growing Irrelevance of the Ownership of 
the Aleans of Production 

But it might be objected that the word capitalism has often 
been used not in the meaning so far assumed, namely as a defini- 
tion or description of a whole society: but simply to describe 
one feature of that society which was thought, rightly or uTongly, 
to be the basic determinant of all other features, namely, the 
private ownership of large-scale instruments of production. On 
this definition, any industrial society in which private ownership 
predominated, whatever its other features, ivould have to be 
described as capitalist; and contemporary Britain tvould be de- 
scribed simply as 75% capitalist and 25% socialist (assuming for 
the moment that socialism is defined equally narrowly in the 
converse sense). 

Now it is a matter for argument which is the ‘proper’ defini- 
tion of capitalism: that is, whether the word has normally been 
used in this narrow sense, or in the wider sense suggested above. 
But if the narroiver definition is insisted on, we cannot of course 
prove that it is ‘uTong’ ; ^ve can only ask whether it retains any 
significance or interest if the assumption behind it turns out 
to be false; that is, if it appears that oiN-nership is not the funda- 
mental conditioning factor which determines the character of the 
society. 

It seems clear that this assumption is not now correct, -whether 
or not it -was in the mid-nineteenth century. Let us return to 
Maix, from whom many socialists still derive their image^ of 
capitalism, and who was mainly responsible for dus definition 
of the whole in terms of one of its parte. 

The relations and modes of production wliich formed the basis 
of the Marxist analysis tvere twofold. First, the technological fact 
of large accumulations of industrial capital, leading inevitably to 
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the factory system; ‘the hand-mill creates feudal, the steam-mill 
capitalist, society.’ 

Secondly, the social fact that this capital, that is, the instru- 
ments of production, was ‘alienated’ from the workers who 
actually produced, and controlled by a separate class of owners. 
Thus the owners of labour-po^ver and the owners of capital con- 
front each other as bvo distinct and opposite economic classes, 
one of which must employ the other before production can begin. 
‘The separation of labour from its product ^vas therefore the real 
foundation in fact, and the starting point, of capitalist produc- 
tion.’ And again: ‘Capitalist production therefore of itself repro- 
duces the separation betsveen labovu: power and the means of 
labour.’^ 

This separation, the fact that capitalist and labourer confront 
each other in the market as buyer and seller, leads inescapably 
to the basic features (in Marx’s view) of capitalism: the economic 
fact of the ‘exploitation’ of the worker (that is, the appropria- 
tion by the employer of surplus value), and the social fact of the 
relation between capitalist and w'age-labourer. From these two 
facts in turn spring all the other typical features of capitalism - 
the political domination of the owners, the class-struggles, tlic 
pauperisation of the masses, inequality, and the rest. 

Now the whole argument hinges on the separation of the 
worker from the means of production, the alienation of control, 
and the confrontation of buyers and sellers of labour. And indeed 
Marx was correct, as sociologists to-day -well realise, to isolate 
these factors as the determining influence on many social and 
economic relations. But die relevant question is: has tins separa- 
tion anything whatever to do svith the actual ownership of the 
means of production, or does it arise inevitably from the under- 
lying technological fact of complex and large-scale factory 
organisation? Surely the latter. 

The only society in which it does not occur, and in which the 
worker alone, not being confronted by an employer, determines 
both the conditions on ^\'hich his labour-po^vcr is used and the 
use to which the means of production arc put, is a peasant or 
craft society, or at least a society of small-scale units. But as soon 
as society becomes ‘capitalist’ in the literal sense of being charac- 
terised by large agglomerations of capital, the separation is 
1 Capital, Vol. II, pp. 583, 591. 
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inevitable, whoever 0%^$ this capital. There must, merely on 
account of the huge numbers employed and the intricate sub- 
division of labour, be some central hiring organisation which decides 
who, and how many, and on what terms, to employ, and what use 
is to be made of their labom-power. Similarly there must, again 
owing to sheer size and complexity, be some central nucleus of 
managerial control, and chain of command, which takes the pro- 
duction and distribution decisions in a more or less centralised 
manner and by methods other than periodic mass-meetings of 
workers. 

Thus irrespective of who ‘owns’ the means of production in 
the legal sense, both ‘confrontation’ and ‘alienation’ are inevit- 
able; and someone other than the mass of workers must ultimately 
take the production decisions. The basic factor is not oumership, 
but large scale; and a collectivist economy, %vith no private 
owners, is no less characterised by the alienation of control than 
a capitalist economy. Indeed, even in the latter, ownership has 
less and less relevance to the question of control. The same trend 
towards large scale and complexity -svhich alienates the workers 
from the means of production also alienates the owners. Capital 
requirements are so great that sole ownership gives way to frag- 
mented shareholding; and many large companies to-day have 
more shareholders than workers. Naturally the mass of share- 
holders is even less able than the mass of workers to control and 
co-ordinate the highly technical, managerial organisation which 
alone can take the decisions. Thus oumership becomes of less and 
less importance for tAvo separate reasons, both deriving funda- 
mentally from the growth of scale: first, because the alienation 
of the -workers is an inevitable fact -whether o%\'nership is ‘capit- 
alist’ or collecti-vist, and secondly because even ‘capitalist’ 
ownership is increasingly divorced from effective control. 

Of course the pattern of owniership may still have some influence 
on -what economic decisions are taken — though not necessarily in 
any particular direction, as is made clear below. But it is -wholly 
irrelevant to the underlying fact of the alienation of the workers 
from the means of production. In Sovdet Russia, just as ^much as 
in the United States, the employer and the labourer ‘confront 
each other as buyer and seller’; the control centre is separated 
from the workers; and the possibiHty of exploitation, and of all 
the other features of ‘capitalism’, is present. 
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Since private ownership has little to do -with the loss of control 
by the workers, and indeed is not itself the main source of control 
even where it stiU survives, it seems unlikely that the pattern of 
o-wnership ^viIl uniquely determine anything. Let us test this ricw 
against each of those basic characteristics of a society which have, 
historically, been of most concern to socialists. 

First, political freedom and parliamentary democracy. Recent 
history demonstrates that these may (though of course they need 
not) exist in a largely privateIy-o\\’ned economy, and not in a 
collectivist one. Presumably no one would deny that they ^s'ere 
present in Britain, and absent in Soviet Russia. 

Secondly, class stratification, whether in the ‘economic power’ 
sense discussed in Chapter I or the wder sense discussed in 
Chapter VIII, may be either more or less marked in a collectirist 
than in a privately-owned economy. The once-popular equation 
of state ownership and the classless society rested either on a 
tautological proof (that is, class was defined in terms solely of the 
presence or absence of private ownership, from which it followed 
that if there were no private ownership, there could be no classes), 
or on the assumption that when the state expropriated industr}', 
no one class ^vould control the state. But there was no logical 
reason why this should be true. Most people ^^'ould judge that 
in Russia it is not, and that a distinct ruling-class exists, its poirer 
resting on control of the state maclune. And so far as non- 
collectivist societies are concerned, the view that tlie distribution 
of class power depends on the pattern of o^smership is dis- 
proved by the arguments set out in Chapter I. Indeed, if we 
compare the t\vo extremes (in terms of ovmership) of Russia and 
the U.S.A., it becomes obvious that both the distribution of 
economic po^ver and the degree of social stratification depend 
on innumerable influences besides the oumership of the means 
of production; and a comparison bemeen Britain in 1956 and 
in 1856 would of course show the same result.^ 

Thirdly, the degree of ‘exploitation’ — that is, the extent to 
which the workers, instead of being paid and consuming the 
whole value of ^vhat tliey produce, surrender some part in the 
form of ‘surplus value’ — again docs not depend uniquely on 
ownership. It is determined primarily by the fiscal policy of the 
government, and by managerial decisions about tlic disposal 
1 V. Chapter VIII for a fuller discutsion of tlic question of class. 
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of profits. 1 A collectivist economy can extract as much surplus 
value as it chooses by means of hea\y taxation and the ploughing- 
back of profits by state enterprises; while of course the nc^ 
for surplus value, as a condition of capital accumulation and 
economic growth, is just as great in a colIecti\Tst as in a 
privately-o-^raed economy. Indeed, if So\’iet apologists are to be 
believed, and the rate of capital investment in Russia is %vhat 
they say, then the world’s first coUecti\ist economy has extracted 
surplus value from its population on a scale never exceeded by 
any capitalist coimtr)' in history. 

Fourthly, the distribution of personal income is not uniquely 
determined by the pattern of ownership. It depends on the share 
of ^vages in the national income, the taxation poIic>^ of the 
government, and the beha\dour of relative prices; and these in 
turn depend on many different factors such as the level of em- 
plo}ment, the degree of competition, the strength of the Trade 
Unions, and above all the political complexion of the govern- 
ment. It is quite possible for income-distribution to imdergo large 
changes without a major change in o^\'^e^ship, as it has done in 
Britain in the manner desciibedin the previous chapter : for incomes 
to be more imequaUy distributed in a coIlecti\ist than in a 
piivately-owmed economy, as they are in So\iet Russia than in 
Britain or Scandina\ia: and for personal incomes firom property’ 
to be squeezed, e\'en in a ‘capitalist’ country, to an almost 
negligible proportion of the total. 

The same is true of the distribution of capital. This is deter- 
mined by the structure of inheritance taxes, and the possibilities 
of accumulation during lifetime. The former is of course under 
the control of the political authority. But it is sometimes said that 
large accumulations during lifetime are ine\titable in a pri\’ately- 
ormed economy, since a sufficient supply of capital depends on 
high diUdends and rapidly rising capital values. But this, I be- 
lie\'e, is greatly to exaggerate the importance of the shareholder 
as a source of capital in the modern large-corporation econom). 
The matter is argued in detail in later chapters;" but the e.x- 
perience on the one hand of Germany, \vhere the shareholder 
is of singularly little importance and the capital market quite 
different fix»m our own, and on the other hand of S'kveden, where 

1 This jKiint is discussed in more detail in Chapter XX, Section I. 

- r. Chapters XTV'Il and XX. 
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an exceptionally high level of investment is accompanied by 
only a modest rise in capital values, suggests that large private 
accumulations can be prevented even under a system of private 
ownership. 

Fifthly, the degree of government planning does not depend 
exclusively on ownership. Post-war experience has sho\\Ti that 
private industry can be subjected to a close degree of govern- 
ment control, while nationalised industries may behave in a 
rather independent fashion, and prove not altogether easy to 
plan.^ Generally, there is no practical or theoretical reason -why 
a collectivist economy should not operate solely under the influ- 
ence of the price-mechanism, without interference by the govern- 
ment, nor why a privately-owned economy should not be subject, 
as the Nazi economy was, to state control of all' major economic 
decisions. 

Lastly, the status of the worker may be either better or ts’orse 
in a collectivist than in a privately-o\s'ned economy. So far as 
real income is concerned, this depends partly on the share of 
wages in the national income, but in the long run mainly on the 
rate of growth of the economy; and there is no definite evidence 
that this must be higher in a collectitast society. So far as status 
at work is concerned, the Marxist criticism of ‘proletarianisa- 
tion’, in the direct sense that most employees work for wages in 
mass factory units, is of course as easily levelled at So\ict Russia 
as at the United States.^ But what really matters is tire degree 
to which management is autocratic or democratic, the extent of 
joint consultation and participation, and the freedom of the 
worker to strike or leave his job. In all these respects the Soviet 
worker is more proletarianised than the British worker. He has 
no free Trade Unions to protect him, no right to strike, no free- 
dom to change his job, no elaborate system of arbitration, and 
no political party to represent his interests in a democratic parlia- 
ment. Deprived of individual rights and subject to autocratic 
management, he may well envy the British ^vorkcr his free 
Trade Unions and looser discipline; the wetim of periodic 
compulsory speed-ups, he may similarly emy the American 
worker his shorter hours and greater freedom. In this, as in tlic 

1 V. Chapter XXIII, Section II, Tor details. 

" This point has been made by M. dc Jouvcncl in the course of a comparison of 
the Soviet and non-Soviet economies. (Paper presented to the Milan Conference of 
the Congress of Cultural Freedom, 1955.) 
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o^er spheres already mentioned, the ownership of the means 

of production decides much less than the character of the political 
system. 

If we turn from society as a whole to the indiwdual unit of 
production, we stiU find that the question of ownership is of less 
jiraportance than other factors. The experience of nationalisation 
•|has shotvn that the public and private corporation face very 
similar problems, which indeed are common to all large-scale 
• industrial organisations. Thus not only the Coal Board and I.C.L, 
but a Soviet State Trust, General Motors, and Volkswagen, all 
have much in common in respect of the economic and technical 
decisions which they have to take -how to determine wages, 
settle disputes, achieve a sense of participation, decentralise 
decisions, accumulate a sufficient surplus, and satisfy a critical 
public. 

Nor do they necessarily differ (in the sense that their decisions 
are uniquely 'given’ by their different patterns of ownership) 
in the approach which they bring to these problems. All are 
managerially controlled, none exist primarily to enrich the o\\'ners. 
And not only their economic motives, but also their ‘social 
character’ is often similar. This is because they are all controlled 
by men enjoying similar relations at work. ^Vhetlier in a public 
or private corporation, the executives are paid by salary'. They 
enjoy security of tenure, steady incremental increases in income, 
a more or less regularised system of promotion, and pension rights. 
They are appointed, and neither elected nor self-chosen; they 
work -within a hierarchically-organised structure, and according 
to a systematic set of rules. ^ It is hardly surprising that they show 
a temperamental afiinity - more, indeed, than either ^vould have 
tvith the classical capitalist entrepreneur. This may be a good 
or bad thing. But it is a fact, and indeed one of the reasons why 
large-scale nationalisation has produced fewer changes than many 
socialists expected. 

Is it then not clear that the o\\mcrship of the means of produc-1 
tion has ceased to be the key factor which imparts to a society | 
its essential character? Either collectivism or private oMmership' 
is consistent with widely varying degrees of liberty, democracy, 
equality, e.xploitation, class-feeling, planning, workers’ control, 
and economic prosperity. And it is surely the degree to which 

1 V. Robert K. Merton, Social Theory and Social Structure (Glencoe, 1949), Ch. V. 
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these attributes are -present or absent which makes people dif- 
ferentiate between societies. 

This does not of course mean that o^v^ership can have no 
influence whatever on the character of a society, or on ^vhat 
decisions are taken in these various spheres. It leaves open the 
question of whether nationalisation is a good or bad thing. It 
might be that private oivnership was either a help or a hindrance 
to the attainment of certain goals, such as income-equality, or the 
diffusion of power, or a higher status for the \s'orker. This question 
is left for discussion in two later chapters.^ WTiat it does mean is 
that the pattern of ownership, although it may influence, is un- 
likely to determine the extent to which such goals are attained, 
and the presence or absence of the basic attributes mentioned 
above. And even as an influence it is now much less important 
than other factors, such as the managerial structure of industty', 
the level of employment, the strength of die Trade Unions, the 
general social climate, and above all the character of die polidcal 
authority. 

It therefore seems rather pointless now to define and disdnguish 
sociedes according to this one criterion. The resulting classifica- 
tion would be a very misleading guide to the true character of 
the societies; nor indeed would it show any correlation -with ivhat 
a socialist would consider ‘good’ or ‘bad’. If we persist in 
defining capitalism in terms of private ownership, and socialism 
in terms of collectivism; and if we are socialist anti-capitalists 
either because we ourselves would prefer, or because ive think 
that the mass of workers would prefer, or because we should 
regard it as more just or moral, to live under socialism dian 
capitalism: then we must say diat we should prefer, or that the 
mass of workers would prefer, or that we should regard it as more 
just and moral, to live in Soviet Russia than in Britain, or Sweden, 
or even the United States. IVhich only shows hotv' completely 
these definitions have cut adrift from what people had in mind 
when they originally used the words. 

I conclude that the definition of capitalism in terms of owner-' 
ship, whether or not it tvas helpful too years ago, has wholly lost 
its significance and interest now tliat otsTicrship is no longer the 
clue to the total picture of social relationships: and that it would 
be more significant to define societies in terms of equality, or class 
1 V, Chaptcra XXII and XXIII. 
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relationships, or their political systems. In any event, I personally 
think, as I argued earlier, that the proper definition of the -word 
capitalism is a society with the essential social, economic, and 
ideological characteristics of Great Britain firom the 1830s to the 
1930s; and this, assuredly, the Britain of 1956 is not. And so, to 
the question ‘Is this still Capitalism I would answer ‘No’. 
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IV 


THE TRADITIONS OF BRITISH SOCIALISM 
I The Appeal to the Past 

I F this is not still capitalism, then ^vhat is socialism now about? 
The Labour Party has not yet given a clear ans\ver to this 
question; indeed no one who has observed the Party since 
1951, furiously searching for its lost soul, can have failed to sense 
a mood of deep bewilderment. This mood is in no way discredit- 
able. In the light of the legislative accomplishment, there i? no 
help to be got from searching the files of Transport House; while 
in view of the change in the balance of economic po\vcr, most 
pre-war analyses have lost their relevance, and the much-thumbed 
guidebooks of the past must now be thro\vn away. It is small 
wonder, in these circumstances, that the approach to a new policy 
should be fumbhng and hesitant, and that there should be a 
note of irritation both about the demands for ‘new thinking’, 
and then about the responses to it once it comes. 

In this situation the simplest refuge, and the most common 
cry, is to urge that we ‘go back to socialist first principles’. This 
sounds both easy and attractive. But unfortunately the phrase 
‘first principles’ is ambiguous. Docs it refer to basic ethical or 
emotional aspirations? But these may have been the product of 
a situation which has passed away. Or to particular policy objec- 
tives? But these may have been achieved, and so have become 
irrelevant. Or to the ideological or theoretical justification for 
these objectives? But this may have been outmoded by changes 
in economic or sociological thought. Or to the means by which 
these objectives ^vere to be fulfilled? But there is no reason why 
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m^ns that are sxiitable in one generation should be equallv 
suitable in the next. ^ 

That one can easily browse amongst "sociahst first principles’ 
without any new pohcies, or fresh contemporary justification for 
old ones, emer^ng at the end, was clearly shown in the most 
%videly-read socialist book of this period.'^ This negative result is 
bound to follow unless it is made clear to what category of state- 
inent the phrase ‘first principles’ is held to apply. To take a par- 
tic^a.r case, which of the following is to be held sacred as a first 
principle : nationalisation of the means of production (the means 
to a particular objective), the appropriation by the state of pro- 
perty incomes (the objective), the labour theory of value (by 
which the objective w'as often justified), or the underlying aspira- 
tion towards equality? Very different ansivers for future policy 
would emerge according to which of these historically inter- 
related elements was picked out as the essential truth to be 
preserved. 

There is the further difficulty that no single constant and con- 
sistent body of socialist doctrine exists. R. H. Tawney has written 
that ‘like other summary designations of complex political forces, 
Socialism is a w^ord the connotation of w'hich varies, not only 
from generation to generation, but fi-om decade to decade’. And 
not only has the doctrine varied through time, but different 
versions of it, as will be seen, are mutually inconsistent. 

In the case of the British Labour Party, matters are additionally 
complicated by the fact that it w'as not founded on any body of 
doctrine at all, and has always preserved a marked anti-doctrinal 
and anti-theoretical bias. The foremost historian of the Party', 
writing of its formative years, speaks of ‘a Sociahsm almost wth- 
out doctrines ... so undefined in its doctrinal basis as to make 
recruits readily among persons of quite different types’. “ This 
may or may not have been a good thing;^ but it was a fact, and 


1 Aneurin Bevan, In Place of Fear (Heineinann, 1952). 

2 G. D. H. Cole, A Short History of the British Working-Class Mocemmt, 178^-7937 
(Allen and Un\«n, 1937), Vol. Ill, pp. 22, 26. 

3 Tlie British workers had already been rapped sharply over the 
Engels for their inattention to doctrine. Writing in the 1870s, he congratulate 
German workers on the fact that the>- ‘belong to the most theoretical nation m me 
world, and have retained that theoretical sense which has been almwt compteta) 
lost by the so-called educated classes in Germany*. He contrasts happ} 3 
wth ‘the indifTcrcncc to theory' which is one of the chiefreasons of thcsiow 
of the English working-class movement’. But m the end the intuitions ofKw«a«u 
proved a more reliable foundation than the theoncs ofLassalle and Kautsiq. 
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one which makes it particularly hard to decide what arc the 
correct dogmas to which we are now supposed to go back for 
inspiration. 

But since the appeal to tradition is so appealing a catch-phrase, 
and lest, for all these difficulties, it should throw up the right 
answers, a brief resume of traditional socialist doctrine is given 
in this chapter. I say nothing of the long pre-capitalist tradition 
of ‘communism’, stretching all the way from the early Christians 
to the Levellers, since modem socialism is concerned tsith an 
industrial society, and the doctrinal formulations of purely agra- 
rian societies can have little relevance. But the following doc- 
trines, listed broadly in chronological order, have been the most 
influential over the last 150 years.^ 


n A Summary of Socialist Doctrines 

(1) The philosophy of natural law. This had its immediate inspira- 
tion in Locke, though of course it can be traced much earlier in 
philosophical history. But it was Locke (suitably interpreted) 
whose ideas provided a theoretical basis both for the English 
radicals who rejoiced at the French Revolution, and the early 
anti-capitalist ^vriters of the Industrial Revolution. He was called 
in aid to prove that land was originally held in common, and 
that labour tvas the only true title to property'. These t\vo 
principles were used to support the revolutionary thesis tiiat 
common possession, because natural, was therefore also just, 
and that private property must be abolished; and that all deduc- 
tions from the produce of labour in the shape of rent, interest 
or profit were indefensible, and should be reclaimed by tiie 
community. 

(2) Owenism. Robert Owen, believing that character and states 
of mind depended on economic enwronment, maintained that so 
long as the economic system was competitive, it ^\■ould breed 
neither good character nor general contentment. Competition 
must therefore be replaced by a co-operative organisation of 
industry, ^vith property held in common, and all labour treated 

^ For histories of this subject, v. M. Beer, A HUloty of British Sorialirr. (Alien and 
Unwin, 1940), Alexander Gray, The Socialist Tradition (Longmans, 1946), G. D. H. 
Cole, op. cit,, and (an anthology of socialist writing) Henry Pclling, The Ckallent^e 
of Socialism (Black, 1954). 
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as of equal status. This transition does not require class-\v'ar 
industrial strikes, or even political action. It requires only that 
the upper classes should be converted, as they must be as soon 
as they perceive the reality of the situation, to the need for a 
new social order, which can then be built by a cumulative series 
of local co-operative experiments, -^vith all classes gladly parti- 
cipating. 

(3) The Labour Theory of Value. Derived from Ricardo, this 
was forged into a weapon of socialist propaganda by the English 
pre-Marxist sociahsts (Hodgskin, Bray, etc.), and became the 
predominant intellectual inspiration of the working-class anti- 
capitalist movement, and in particular of Chartism. Labour is 
the source of aU exchange-value, yet receives only subsistence- 
wages. It therefore derives no benefit from the continuous rise 
in production, wages being held doivn by what Lassalle later 
called ‘the iron law of wages’, and the whole increase in ivealth 
accruing to the capitalist and landlord in profit or rent. There 
is consequently an irreconcilable conflict betiveen capital and 
labour over the distribution of the product; and this can only 
ultimately be resolved by labour’s securing the -whole value of 
what it produces. The struggle must be -^vaged by a -^vorking class 
organised on militant class lines, and prepared to use either 
industrial or political action as circumstances dictate. (This is 
in marked contrast to O^ven’s reformist, Utopian belief in class 
co-operation.) 

(4) Christian Socialism. The aims of the Christian Socialists bore 
a close resemblance to those of Owenism, though of course the 
inspiration was different - in the one case a Benthamite belief in 
universal happiness, in the other a concern uith Christian ethics. 
But for both the essential e-ril was the competitive pursuit of 
private gain, and the objective a co-operative society of com- 
munal ownership, in which mutual love and brotherhood would 
replace the selfish antagonisms inevitably bred by competitive 
capitalism. 

(5) Marxism. Like some earlier socialist doctrines, Marxist eco- 
nomics were based on a Ricardian labour theory of value, and 
a somewhat more refined theory of surplus value and ^ploita- 
tion. The worker, who could support himself by working only 
;t: hours a day, is in fact compelled to work plus>’ hours; and 
the entire fruits of j accrue to the capitalist as surplus product. 
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There is therefore a basic conflict between "iN’orkers and bour- 
geoisie, which must be fought out with all the ireapons of class- 
war. The root of capitabst power lies in the onmersliip of tlic 
instruments of production; and the vital condition of success for 
the working class is therefore the expropriation of these instru- 
ments. The struggle over their orraership ^v^ll grow continuously 
more bitter, for capitalism suffers from certain insoluble inner 
contradictions which must lead to growing pauperisation, and 
eventually to collapse and revolution. 

The most novel and, as it has proved, most influential clement 
in this doctrine was the central role ascribed to the capitalist 
monopoly of the means of production, and the insistence that 
this must be replaced by state ownership as soon as die ivorkers 
have created a proletarian state. Marx was in truth the founder 
of the State or collectivist tradition in socialism, as opposed to 
earlier notions of communal or co-operative ownership. 

(6) The theory of rent as unearned increment. This was developed 
from the Ricardian theory of rent by John Stuart Mill, and was 
later popularised, with for a time enormous success, by Hcnr)' 
George. It was a doctrine directed primarily against landlords. 
Economic progress causes a constant increase in land-values. This 
goes to enrich the owners, although they have in no sense 'earned’ 
the increment, which would accrue to them diough diey were 
totally passive and idle. It is die product solely of the fact that 
land is in limited supply, and effectively monopolised by its 
existing owners. Since it is clearly inequitable that the additional 
wealth created by society should be sequestered by the landlords, 
and since this deprives labour of its just reward, the land should 
be nationalised, or at least land-values heavily taxed, so that 
the increment may in future be enjoyed by the whole community. 

(7) William Morris and anti-commercialism. Competitive com- 
merce degrades the worker as producer. It drains the craft and 
satisfaction out of labour; it destroys art and good design; and 
it creates a vulgarised upper class, and an intolerable gap beUveen 
rich and poor. There is no help to be looked for from the state, 
nor from Parliament, nor from the collectivist socialists, who arc 
likely merely to fasten a new bureaucracy and i)Tann)' on the 
worker. Competition must be replaced by small co-operative 
units, and economic activity decentralised down to local com- 
munes. The need for a central state will tlicn disappear, and 
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even the nation mil lose its fonction. Once the t^\in evils of 
central state authority and commercialism have been eliminated 
all wealth trill be held in common, competitive antagonisms tsill 
fade away, and labour, performed for pleasure and not for profit, 
will again assume the dignity of a craft occupation. 

(8) Fabianism. The early Fabians owed little to previous socialist 
thinkers, and in particular nothing to either Owen or Marx.^ 
Their intellectual derivation was wholly non-socialist - from 
Ricardo, Mill, Jevons, and Henry George. 

Specifically, they extended the MiU-George theory of rent as 
an unearned increment to other factors of production besides 
land. The owners of any factor which possessed a differential ad- 
vantage would, with increasing prosperity, become possessed of 
large economic rents, measuring the natural superiority of the 
more favoured over the marginal establishments. But since these 
special advantages are normally inherent qualities of the factors 
of production concerned, the differential rents are a pure un- 
earned increment: not the product of any efibrts on the part of 
the capitalists themselves, but the automatic consequence of social 
labour and development. Land and industrial capital must there- 
fore be emancipated from individual or class ownership, and 
vested in the community by nationalisation. Rent and interest 


will then accrue to the state, and can be equitably shared amongst 
the whole population (though not necessarily equally - if labour 
were to be granted its ‘whole product’, efficiency might suffer). 

The Fabians stressed the virtues of collective (state or municipal) 
action not only in respect of ownership, but in every sphere. Any 
extension of collective at the expense of individual activity con- 
stitutes an advance towards socialism, including the registration 


by the state of playing-card makers, haw'kers, dogs, cabs, places 
of worship and dancing-rooms.^ This implies, of course, a view' 
of the state diametrically opposed to that of Marx, who thought 
that nothing good could come out of the capitalist state, w'hich 
must be overthrown and replaced by a w'orkers’ state before col- 
lectivism could be established. The Fabians, instinctive gradualists 
and permeators, believed on tlie contraxy' that reform could come 
through the existing capitalist media. 

1 Their contempt for Marx was reciprocated on his behalf by 

them ‘filthy froth on the surface of die world labour movement . (Quoted bj Graj, 

op. cit, p. 485"-) ^ 

2 Sidnw Webb, Fabian Essays (1931 cdiUon), pp. 44 - 7 - 
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(9) I.L.P. tradition. This has been extremely influential, 
but is not easy to define. It ^vas the early Independent Labour 
Party that Professor Cole had in mind when he wote of ‘a Social- 
ism almost without doctrines ... a broad movement on behalf 
of the bottom dog’;^ and what there w'as of doctrine Avas a simple 
amalgam of previous doctrines. Yet there is still sometliing dis- 
tinctive about the I.L.P. tradition. This unique element is neither 
doctrinal nor intellectual, but rather a particularly strong insist- 
ence, largely Nonconformist in origin, on the brotherhood of 
man, on fellowship, service, and altruism. This is stressed not 
only in a domestic context, but equally in relation to other 
countries. The internationalist tradition of the Labour Party stems 
far more from the ‘international brotherhood of man’ appeal of 
the I.L.P., than from the ‘^vorkers of the world, unite!’ slogan of 
the Marxists. It is this generous, idealistic, deeply religious em- 
phasis on brotherhood and altruism which justifies us in identi- 
fying the I.L.P: as a separate influence - and one very' different 
in spirit from the Fabian, as may be seen from the contrasted 
reactions of the two bodies to the Boer War. 

(10) - The Welfare State or paternalist tradition: the rejection of 
the laisser-faire doctrine that the state has no obligation to its 
citizens (save for the protection of property), and indeed a positive 
obligation to remain inactive: and the affirmation of tlie opposite 
view that the state must accept responsibility for preventing 
poverty and distress, and for providing at least a subsistence 
minimum of aid to such citizens as need it. 

This has not always been a distinctively socialist doctrine - 
indeed, it was only in the era of classical competitive capitalism 
that the ‘night-watchman’ view of the state (to use Lassalie’s 
phrase) was prevalent. The opposite view was normal up to tiic 
time of the Industrial Revolution, and of course is now once 
more widely accepted outside tlic socialist parties. But the laisser- 
faire view prevailed for tlie whole of the nineteenth century ; and 
since during that period the socialist movements were tlic only 
serious anti-capitalist force, the paternalist wew of the slate came 
to be associated with tlrcm. It runs through many' of the doctrines 
mentioned above, and othci-s not mentioned here. It can perhaps 
be traced back first, amongst socialist thinkers, to Louis Blanc, 
but more reliably to Lassalle and the German Social-Democratic 

1 op. dt., p. 22. 
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Party. In Britain, it may be said to be implicit in much of the 
Chartist propaganda for universal suffrage, and traces of it can 
be found in S.D.F. and early I.L.P. writings. But it was the 
Fabians who first gave it strong overt expression. Since then it 
has become, in the shape of demands for social security and a 
paranteed national minimum, perhaps the most deeply-felt item 
in Labour policy. 

(11) Syndicalism and Guild Socialism. On the continent, Syndi- 
calism constituted a separate tradition in its own right (especially 
in the Latin countries), with deep roots in anarchism, a long 
literature, and many famous exponents. But in Britain conti- 
nental syndicalism held only a brief sway in the immediate pre- 
1914 years, and British Guild Socialism owed as much to Ruskin 
and Morris as to the C.G.T. or the LW.W. 

Guild Socialism was a violent reaction against collectivist state 
socialism. The state socialists mistook the problem by failing to 
see that the central evil of the capitalist system was not private 
property-income, but the wage system, or ‘wagery’. This eril 
would not be eliminated by collectivisation, which %vould merely 
throw up a new industrial bureaucracy, as unpleasant as the 
old. It could be eliminated only by establishing workers’ control 
in industry by means of syndicalist industrial guilds. This alone 
would guarantee justice to the worker as producer. It is of no use 
to look to Parliament or the state to create this transformation; 
it requires revolutionary strike action by the Trade Unions. 
The whole emphasis is on the worker as producer, not as con- 
sumer: on workers’ control, not the division of income: and 
on the Trade Unions, and not the state, as the spearhead of 
advance. 

(12) The doctrine of planning. This was a late development in 
socialist thought, and attracted scarcely any attention before 
1914.1 It was largely a response to the increasingly severe incid- 
ence of unemployment in the inter-war period, combined with 
the apparent success of the Soviet Five-Year Plans; and it later 
became caught up in the Keynesian Revolution (though Hobson 
still deserves credit as an early prophet). By the late 1930s a 


^Shaw’s preface to the 1931 edition of: Fabian Essays for exarnple, is ' 

cemed w'th unemployment and Uie need for socialist planning (pl^ an end o tP 
Parliamentary Party system) to cure it. But his original e^ay, and liis prcfa« (o 
fgoS ^tira; were allusively concerned ivith unearned surplus value, and made 

no mention of planning. 
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variety of arguments were being used to support the case for 
planning - academic theories of ‘imperfect compedtion’, Pigo- 
vian welfare economics, the maldistribution of incomes, the dis- 
tinction between ‘production for use’ and ‘production for profit’, 
and so on. But the essential argument was based on unemploy- 
ment; and from 1931 onwards planning for full employment 
became the first objective of Labour policy. 


m The Predominant Themes 

What emerges from this brief catalogue ? Above all the variety 
and heterogeneity. It is this which makes it impossible to isolate 
any one orthodoxy to be consulted now for guidance about the 
future. 

It is obvious enough that socialist thought varies through time, 
and that different doctrines prevail at different periods. This is 
as it should be. It is not even surprising that different doctrines 
should be supported at the same time - Owenism and Chartism, 
Marxism and Christian Socialism, Fabianism and Guild Social- 
ism; there must always be divergent views on the right emphasis 
and order of priorities, and these will prevent a uniformity of 
thought. The trouble is that some of the divergences arc not a 
matter simply of emphasis or the right priorities. They arc funda- 
mental, and the doctrines mutually inconsistent. 

Thus Fabian collectivism and Welfare Statism require a wcw 
of the State diametrically opposed to the Marxist vic\s\ The 
syndicalist tradition is anti-collectivist. The Marxist tradition is 
anti-reformist. Owenism differs fundamentally from Marxism 
and syndicalism on the class-war. Morrisitc communes and 
Socialist Guilds arc incompatible with nationalisation: and so 
on.^ 

How then to decide wliich is the correct scripture? It is, of 
course, impossible. All we can do is to pick out certain recurrent 

^ And if anyone doubts the mutual hostility of these various schools of thought, he 
has only to read any passage in Marx on any other socialist thinker (save natumlly 
for Engels); or he can refer, to take a later English example, to the early literature 
of the Guild Socialists — ‘Collectivists may take their choice:' ssTOtc Mr. Cole, 
‘they are knaves, who hate freedom, or thc>' arc fools, svho do not knotv what free- 
dom means, or they are a bit of both.’ {Setf-Govemment in Indnsity, p. 231.} .After this 
outburst, references to ‘the dotards of the A'Vto Statesman’, or ‘the Sir and L.ady 
Oracle of the Labour Movement’, seem positively courteous. 
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themes (whether mutually consistent or not) -vvliich have exer- 
cised a predominant influence, and which are common to more 
than one school of thought: and ask whether they are applicable 
in Britain to-day. In so doing, we need to distinguish in each 
case bet%veen the objective, the means and policies chosen to 
carry out the objective, and the ideologies or theories by which 
the objectives and the choice of means are justified. 

Five predominant themes can be distinguished (though they 
; often overlap) : the appropriation of property incomes, co- 
!, operation, workers’ control, social welfare, and full employment. 

(i) The objective of the appropriation by society of the rewards 
of capital (rent, interest, profits) by means of the abolition of 
private property, and the substitution for it either of communal 
co-operative ownership (the land reformers, 0\ven, Morris) or 
coUectivist state oivnership (Marx, the Fabians, the modern 
Labour Party), the coUectivist vie^v naturaUy gaining ground 
wth the growth of large-scale units. 

The theoretical justification has varied through time, but the 
constant element has been the theory of a surplus product, due 
to the effort of labour, but impounded by the oivners of property. 
This theme, of the exploitation of the worker, runs through all 
the natural law doctrines, the deductions from Ricardo’s theory 
of value, the Marxist theory of surplus value, the MiU-Georgc 
theory of rent, and the generalised Fabian theory of unearned 
increment. 

Few of these justifications have stood the test of time. Not 
many people to-day accept the doctrine of ius naturale, or the 
Ricardo-Marx labour theory of value,’- or the theories of Henry 
George.’’ This, however, is of no great importance, since a 
desire to diminish extravagant property incomes can be quite 
soundly based on a normative judgment about equality, such 
as Robert Owen made ^vhen he argued that inequality created 
social discontent, or on a moral objection to large unearned 
incomes. 


1 Even Mre. Robinson, in her gallant endeavour to rehabilitate as 

economist, is forced in this connection to quote Voltaire’s mot that you can lall a tlo« 
of sheep by ^s^tchcraft if you give them plenty of arsenic at die s-ame umc, w 
admit that the labour theop^ of t-aluc serves mainly to prowde the wcantauons. 
(An Essay on Marxian Economics, p. 27.) 

2 I am assuming in particular that no socialist now thinks the W: w sho^d W 
paid the whole toIuc of his product - some surplus value must be extracted for capital 
accumulation (v. Chapter XX). The objection is to large property sneomes. 
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But, more serious, the means chosen to carry out the objective 
are not, in contemporary Britain, necessarily the most appropriate 
ones. The Labour Party having decided, rightly, to pay full com- 
pensation, the transfer of industries to state ownership does not 
have any large or immediate effect on the distribution of income.^ 
Over the long run there is, of course, a connection; but even in 
the long run other methods of redistribution are now seen to be 
simpler and more effective. As a determinant of relative sliares 
in total income, the o^vnership of industrial property is less im- 
portant than the level of emplo\Tnent, the behaviour of prices, 
government controls (e.g. over rent or dividends), and above all 
taxation policy; and a determined government can restrict pro- 
perty incomes more easily than by the collecti\'isation of industry 
with full compensation. In addition, nationalisation has tlirown 
up certain stubborn and largely unexpected problems which, so 
long as they remain unsolved, in any case make it impracticable 
to rely on public ownership as the main method of raising ^vagcs 
at the expense of property incomes. 

In fact the other methods have already gone some way to 
fulfilling the desired objective. There has been an important 
transfer from property-incomes to wages since 1939; and the 
distribution of wealth is now much more egalitarian. Certainly 
much remains to be done; but fiscal policies offer a simpler and 
quicker way of doing it than wholesale collectivisation.® 

This does not mean that nationalisation may not be justified 
on other grounds, nor that over the long period it has no influence 
of any kind on income-distribution, nor that the egalitarian ob- 
jective to which it tvas directed has lost its relevance. It simply 
means that the ownership of the means of production, as the last 
chapter has already sho^vn, is no longer tlic essential determinant 
of the distribution of incomes; private o-wnership is compatible 
irith a high degree of equality, while state o\NTicrship, as the 
Russian experience has demonstrated, may be used to support 
a high degree of inequality. 

(2) The objective of substituting for unrestricted competition 
and the motive of personal profit some more social organisation 
and set of motives, by means cither of co-operative undertakings 

^ For a detailed discussion of this point, v. Chapter XXIJI, Section I, 

^ V, Chapter II for the change in income-distribution, and ChaptCTS XI\’ and XV 
for a discussion of further egalitarian fiscal policies. 
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or State o^\^le^sMp. (R. H. Ta^\•ney, a magisterial authorin* in 
these matters, considers this objective to be the basic element in 
socialism.) ^ It has two sources of inspiration. 

(fl) The first is ethical, and springs from a desire to replace 
competitive social relations by feUo^vship and social solidariu-, 
and the motive of personal profit by a more altruistic and other- 
regarding motive. The combination of competition and the 
profit motive was equally offensive to Robert 0^ven (because it 
militated against human happiness), the Christian Socialists (be- 
cause it ran coimter to Christian ethics), Ruskin and Morris 
(because it bred ugliness and commercialism, and debased the 
quality of labour), and the pioneers of the I.L.P. (becairse it 
denied the brotherhood of man). 

Fe^v %\’ill quarrel Asath this etlucal aspiration tOAvards a more 
fraternal and co-operatiA'e society — indeed, it is remarkable hoAs' 
it anticipates the Amtings of many contemporar}* sociologists. 
The difficulty is to find the frameAvork AAdthin Avhich it can be 
fulfilled. So far as social organisation is concerned, it aatII clearly 
not be fulfilled simply by eliminating industrial competition, 
since this constitutes only a small (and diminishing) part of the 
sum total of competition in modem society. IVe are noAV more 
vividly aAvare of the Aside extent, in any countrA' haAing preten- 
sions to equal opportunity, of feelings of emulation, riA’alty, and 
competitiA'e enA^^q indeed, the more successful the Left is in 
equalising opportunities, the more aU-pervasive must competi- 
tion (for jobs, promotion, social prestige) become - Avhether or 
not the organisation of industr}' is formally competitiA-e. 

Industr)'' itself, moreoA'er, has become a great deal less com- 
petitive since these doctrines Avere in their prime, so much so 
that it is noAV an applauded object of government policy' to make 
the private sector ratlier more competitiA'e. There is little risk, in 
AieAv of the rruld and refined character of the British business- 
man’s competitive instinct, that this A\ill set citizens too \iolenti)' 
at one another’s throats: and this reinforces the point that tlicrc 
are noAV more pressing causes of antagonism to be attended to 
than competition betAveen capitalists. 

In addition, most people Avould noAv feel doubts about Robert 
OAven’s AieAv of the relation betAveen social organisation and indi- 
vidual character. On the one hand, Ave knoAv enough to perceive 
A In his Introduction to Beer, op. dt., p. di- 
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that the simple act of replacing individual by group or collective 
relationships does not necessarily make people more contented, 
or fraternal, or amiable; rviule on the other hand, rvc kno^v too 
little to dogmatise about how groups can or should be organised 
in such a way as to achieve these desired results.^ And the tradi- 
tional means are either wholly inappropriate, or not sufficient 
in themselves: small-scale co-operative units arc not practicable 
under modem conditions, while state owuiership, as at present 
conceived in temas of nationahsed public boards, docs not self- 
evidently induce a co-operative spirit or sense of social solidarity 
— at the very least the point remains unproven. 

When we turn to the question of personal motives, we find 
again that developments over the last century have serv'cd to 
complicate the issue. Those socialists who think it immoral and 
degrading that men should work for money, and not for loring- 
kindnesB or social duty, cannot now fasten on profit as the only 
object of their obloquy; for profits are no different in kind as an 
incentive from piecework earnings, bonus systems, or even the 
incentive of a rise in salary. And the steady spread of incentive 
payments has extended the system of differential rewards for dif- 
ferential effort over so large a part of the population that merely 
to abolish industrial competition or private ownership would do 
little to alter matters - the money incentive is just as per\’asivc 
under monopoly or public ownership. Even assuming, moreover, 
that people would w'ork better and be happier, or that tlic moral 
tone of society would be improved, if they no longer ivorked for 
personal gain, it is increasingly hard, in ^^ew of the growtlr of 
large-scale production, to see the institutional framework wititin 
which a change in motives could be effected." Again the tradi- 
tional means do not protnde a sufficient answer; guilds and com- 
munes are ruled out on technical grounds, and state ownership 
has not produced the hoped-for change. Although, therefore, tlic 
aspiration has clearly not been fulfilled, the method of attaining 
a more co-operative society must be rc-appraised in the light of 
technical changes and greater knowledge. 

(6) The second objection to private profit and competition 
teas economic, and related to tlic actual material results of classi- 
cal capitalism. Poverty, slums, malnutrition - these were ascribed 

^ These points arc discussed in more detail in the next chapter (Section IV). 

- V. next chapter. Section IV. 
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to the fact that production \vas carried on for profit and not for 
use, and was directed to satisfying the demands of the rich before 
the needs of the poor. Only public owmership ^vould ensure a 
more equitable and socially desirable allocation of resources. 

No'vv it is quite true that production for profit, conducted -tri fliin 
a firamework of ver)’^ unequal incomes, must give a distribution 
of resoiurces highly distasteful to socialists, because it takes no 
account of needs, ho^vever urgent, but only of monetary demand. 
It is further true that the means chosen (state o\sTiership) could 
in principle fulfil the objective of a different and more equitable 
distribution of resources.^ 

But the objective can also be achieved by other means, and 
has been largely so achieved to-day. The statement that produc- 
tion for profit gives a bad distribution of resources (ca\dar for 
the rich before milk for the poor) is only a shorthand. "WTiat is 
meant is tliat production is undertaken for profit: that the dis- 
tribution of purchasing po-wer determines what is profitable: and 
that if this is veiy^ unequal, then the -wants of the rich ^^•ill be met 
before the needs of the poor. But if purchasing power is distri- 
buted more equally, it becomes more profitable to produce 
necessities, and less profitable to produce luxuries. The objection 
is thus fundamentally not to the role of profit, which is merely to 
reflect and communicate the distribution of demand, but to the 
distribution of demand itself— to the fact that the rich had so 
much money to spend on ca\dar, and the poor so little to spend 
on milk. 

But to-day the redistribution of incomes, and the rise in 
working-class purchasing po^ve^, have banished tlie -worst effects 
of production for profit by calling forth a quite difierent pattern 
of output. It is no^v highly profitable to produce articles, whether 
necessities or luxuries, for mass working-class consumption; in- 
deed, by far the greater part of production for the home market 
takes this form. Moreover, a further weapon is at hand - &cal 
and ph->^ical controls - which can also be used, and was Mdely 
used by the Labour Government, to enforce a pattern of output 
even on privately-o-wmed industr)’^ different from that which the 
pricc-s)'stem, left to itself, -would call fortli. These influences now 


1 1 sav ‘in principle’, because in practice the nationalised industries ha%-c not 
abra>-s proved cither amenable to goyemmeat plannmg, or 

contributing to a more intelligent allocauon of resources (r. Chapter XXII, becuon i j. 
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give an allocation of resomces much nearer to what most people 
would consider desirable; that is, far more resources than pre- 
viously are devoted to satisfying the wants of 90% of the popula- 
tion, and far fewer to satisfying those of the richest 10%. And 
if a further move to'ivards an ‘ideal’ distribution is desired, 
this can be easily accomplished without an extension of state 
ownership.^ 

Thus the historic anti-competitive theme, in botli its aspects, 
provides a second case where so much has changed that the tradi- 
tional doctrine now seems over-simplified, and new ways of 
fulfilling the aspiration either have been, or can be, or must be 
found. 

(3) The objective of -workers’ control. Syndicalists, Morrisites 
and Guild Socialists, all starting from the belief tliat the ccntml 
feature of capitalism ^vas the exploitation of the ^v•orkcr, had as 
their common objective the control of industry' by the actual pro- 
ducers. The means chosen were various ~ control by the Trade 
Unions, or Socialist Guilds, or Morrisite communes. But the 
ideological justification was always a syndicalist version of 
Marxism, based essentially on the twin notions of ‘wagciy’ (that 
labour is bought and sold like any other commodity, that its 
status is thus, as one prominent Guild Socialist put it, ‘exactly 
that of manure’, and that the w'agc-bargain is consequently of 
the essence of slavery), and the uselessness of political action 
as a method of reform. Only industrial action can liberate tiie 
worker from his capitalist chains, and once freed he must re- 
organise production (hawng fought off the efforts of the collec- 
tivists to re-enslave him) in self-governing guilds. 

Now this theoretical analysis clearly makes no sense to-day, 
whatever truth it may have had fifty years ago. The idea tliat ‘ 
the -svorker is an impotent wage-slave, contemptuously and ruth- 
lessly exploited, bears no relation to modern conditions ; nor docs 
the belief tliat no help can ever come from the state. Steadily 
over recent decades, the individual worker has gained in strength 
vis-a-vis his employer, and the Trade Unions in relation to society 
as a whole. The best evidence for this gain lies on the one hand 
in the constant complaints of individual employers that they can 
no longer ‘discipline’ their workers, and on the other hand in 

1 V. Ch.nptcrs XXII and XXIV for a fulldbcussion of the relation between pl-mninc 
and public ou-nership. 
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the widespread admission that even under a Conservative Govern- 
ment the Trade Unions remain effective masters of the industrial 
scene. 1 A generation ago, victimisation or arbitrar>r dismissal 
came as naturally to individual employers, as collective campaigns 
for %vage-cuts to the employing class as a whole; to-day the first 
is a rarity, the second a complete impossibilit5^ It is clear that 
a revolutionary change in the balance of power has occurred, 
which both makes nonsense of the original syndicalist case and 
constitutes at the same time a partial fulfilment of the objective. 

Of course the particular forms of workers’ control proposed 
would in any event have been impracticable, having been out- 
moded by the mass-production revolution and the trend towards 
large scale and technical complexity. These make any craft or 
guild organisation, based on analogies -ivith the Middle Ages, 
quite inappropriate to-day. Their cost in terms of efficiency and 
the standard of living would be enormous - like all Utopian 
schemes, Guild Socialism had a purely static quality, and took 
no account of the dynamic problems of economic growth and 
technical innovation. 

An important advance has been made, and the desire to im- 
prove the worker’s status has been partially fulfilled by other tlian 
the traditional means. Nevertheless, the objective is not yet fully 
realised, and is rightly engaging attention to-day.- But it must, 
if confusion is to be avoided, be divorced from the theories and 
policies udth ’svliich it was historically linked in socialist doctrine. 
We no^v need, for obvious reasons, a form of organisation which 
is consistent wth efficiency and innovation, as ^veII as wth 
democracy; and this the traditional ideas do not proride. 

' (4) The welfare objective: the abolition of primary poverty, 
and the guarantee- of a general subsistence minimum by means 
of universal social services. To the great majority of British soci- 
alists, who never embraced any particular theoretical creed, this 


1 V. Chapter I. This is increasingly true in the U.S. also. Even in those industries 
traditionally considered the dtadcls of capitalist power. Trade Union stren^^h 15 now 
overwhelming. In steel, a trial of strength between Unions and employers h^ twice 
recently (10^2 and J055) resulted in the almost complete \nctory of the (onner. m 
coal, John li! Le^sis can call a lo-day •memorial holiday’ to give the 
an ‘opportunity’ of examining tlieir safet>- prccauPons; and thc>- 
to stop him. In the auto indusir>’, the U.A.iy. not merely forc« the 
accept the principle of the guaranteed annual wage but compels 
St to pLd for mcrc>'- American Motors argued publicly last year that it v^-as 
U.A.W.’s ‘responsibility’ to take the company’s marginal position into account. 

~ V. Chapters XVI and XVII. 
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practical, non-doctrinal, humanitarian attack on po\-crty was 
much the most powerful inspiration from the earliest days of the 
Labour Party. It appealed equally to the ethical or religious 
desire to help one’s fbllow-men, and to the Fabian instinct for 
social improvement along efficient collectivist lines. 

Just as it was the most deep-seated instinct, so it was, in its 
historic form, the first objective to be substantially fulfilled when 
Labour came to power. Primary poverty has been largely elimi- 
nated; the ‘Beveridge revolution’ has been carried tlirough; and 
Britain now boasts the ividest range of social services in tlie world, 
and, as a result, the appellation ‘Welfare State’. It is true that 
considerable areas of social distress, not mainly due to primary' 
poverty and of a character not always foreseen by prc-ivar soci- 
alists, still remain. But that is a new and different question.^ 
The historic objective has, in Britain, largely been attained ; and 
the traditional means of universal, indiscriminate social scri'iccs 
are in any case not always the most appropriate to the more 
subtle social problems which remain. 

' (5) The objective of full employment, to be achieved by 
government planning, and notably by fiscal and monetary poli- 
cies. This cannot continue to be a major item in a distinctively 
socialist programme, so long as it is carried out by the Conservn- 
tive Government. Of course, if unemplo)’mcnt due to deficient 
home demand were to reappear, then the full employment theme 
would provide all the dynamic needed to sweep Labour back 
into power wdth an unambiguous programme. But while the 
Conservatives decline to be so incompetent, the objective must 
be considered as achieved; and I personally believe, and argue 
later,® that the deflationary tendencies of tlic inter-war period 
were exceptional, and that the years ahead arc more likely to be 
characterised by inflation than unemployment.® 

IV The Need for a Restatement 

This gives a rather high proportion of traditional objectives 
cither substantially achieved, or now irrelevant to the end in 
^ Which is discussed in detail in Part Two. * r. Chapter XIX- 

3 This docs not mean that British Governments can alwaN-s gxiarantcc permanent 
full cmpIo^TTicnt if severe crises occur abroad. But these would present a problem 
different both in character and in magnitude from the pre-war uncmploxTncnt 
problem. 
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view; and of traditional means or policies which have either been 
fully exploited already, or else are no longer appropriate %vays 
of reaching the objective, or else are impracticable under modem 
conditions, or else have been replaced by more efficient means. 
Surely the verdict must go against the traditionalists, and in 
favour of revisionism. 

Herzen, we are told, used to say of Heine and his friends that 
their minds were so lofty, and they found the study of con- 
temporary conditions so uncongenial, that ‘to understand the 
moan of humanity lost in the bogs of to-day, they had to trans- 
late it into Latin and arrive at their ideas through the Gracchi 
and the proletariat of Rome’. * Similarly to-day, conservative or 
indolent-minded people on the Left, finding the contemporary 
scene too puzzling and unable to mould it into the old familiar 
categories, are inclined to seek refuge in the slogans and ideas of 
50 years ago. But Keir Hardie cannot provide, ^ any more than 
can the Gracchi, the right focus with which to capture the reality 
of the mid-tiventieth-century world. 

1 Quoted by Edmund Wilson, To The Finland Station (Seeker and Warburg, 1940), 
p. 163. 

2 As, indeed, ^vith his remarkable blend of idealism and practical shrnvdness, he 
would have been the first to realise. 
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THE MEANING OF SOCIALISM 

I The Psychological Resistance to Revisionism 

I T is surely time, then, to stop searching for fresh inspiration 
in the old orthodoxies, and thumbing over tlic classic texts 
as though they could give oracular guidance for the future. 
The first need now, in R, H. Tawney’s ^vords, ‘is to treat sancti- 
fied formulae tvith judicious irreverence and to start by deciding 
what precisely is the end in view.’^ 

The need for a restatement of doctrine is hardly surprising. 
The old doctrines did not spring from a vacuum, or from acts of 
pure cerebration performed in a monastery cell. Each was the 
product of a particular kind of society, and of minds reacting 
to that society. Since this external factor was not constant and 
unchanging, the doctrines changed through time. And as society 
has changed again since before the war, so again a restatement of 
objectives is called for. The matter can be put quite simply. 
Traditional socialism was largely concerned ■with the cwls of tra- 
ditional capitalism, and with the need for its overthrow. But 
to-day traditional capitalism has been reformed and modified 
almost out of existence, and it is with a quite different form of. 
society that sociahsts must now concern themselves. Prc-\\'ar anti- 
capitalism will give us very little help. 

The traditionalists may comfort themselves by reflecting that 
this will not be the first time that socialism has been restated; 
nothing is more traditional in llic historv' of socialist thougJit 
than the \nolcnt rejection of past doctrines. Marx expended 

1 Socialist CortnztrJaiy, Jmc 1052. 
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prodigious energy in flaying the Utopian and Ou'cnite brands of 
sociaHsm that held the field before him. The Fabians used less 
vitriolic pens, but were as vehement in rejecting Mara as Mara- 
had been in rejecting Owen. Neither owed anything significant 
to previous doctrine. Thus even revisionism is hallowed by an 
appeal to the past; and the common-sense vieiv that the more 
is achieved, the less relevant traditional dogmas become, need 
not be thought heretical. 

But it will, nevertheless, be unpopular. I am not thinkingsimply 
of the fact that people dislike new ideas, and hate to be jolted 
out of the old, familiar habits of mind: but of a more subtle 
reason why revisionism has, historically, always been resented. 
This is because many working-class militants, and still more 
some middle-class people who have espoused the n-orkers’ cause, 
feel their whole status and psychological security to depend on 
preserving a traditional, proletarian philosophy of class-struggle. 

For the middle-class socialist, this is because he may think that 
he must prove himself more royalist than the king -that he 
must be combatively traditional and doctrinal in order to be 
accepted as a good comrade, to win the approval of the workers, 
and feel that he really ‘belongs’ to their party; in politics, as in 
religion, the most rigid attachment to dogma is often to be found 
amongst the converts. And for the working-class actirist, devoting 
his entire energies to the socialist movement, both his social status 
and emotional certainty depend on the conriction that militant 
struggle is necessary; it is only on this assumption that his life 
makes sense. Revisionism, by casting doubts on the need for milit- 
ancy, or suggesting that the class-struggle is now rather out-of- 
date, challenges both his social and emotional security; if 
class-conscious anti-capitalism is obsolete, what is lus status as 
a militant, and what his purpose in life? Hence the anger with 
which criticisms of militancy or class-struggle arc often greeted. 

Bernstein, the great socialist ‘revisionist’, discovered tliis more 
than 50 years ago. Arthur Rosenberg %sTote that ‘the practical 
advantages of the rerisionist theor>^ for the labour movement 

were far greater than those of official radicalism Nevertheless 

the majority of tire International refused to acknowledge [its] 
logical justification and rejected it with impassioned vehemence. 
For the majority of the w’orkers the gesture of protest and isola- 
tion with respect to the bourgeois state had become a wtal 
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necessity. Popular Marxism . . . endowed [them] -with self- 
reliance, consolation, and hope for the future, almost reminding 
one of a religious movement. If they had accepted the proposals 
of the revisionists, however, [they] would have been compelled 
to renounce their Utopian belief in the future and their Utally 
necessary class sentiment.’^ This instinctive clinging to class- 
consciousness can still be found in the Labour Movement to-day. 

And there is now an additional psychological reason for resent- 
ing revisionism, stemming from the very success of tlic socialist 
movement. M. Raymond Aron has correctly obscr\'cd that ‘Soci- 
alism has ceased in the West to be a myth because it has become 
a part of reality’” - not, of course, a complete reality, but sufE- 
ciently so to be no longer a mytli. Labour Governments have 
been in power, and have found responsibility harsher and quite 
different from an^Thing they expected; while full cmploymicnt 
and social security have destroyed the rationale of much of tire 
old emotional enthusiasm. 

Revisionism draws attention to this new reality. It is an explicit 
admission that many of the old dreams arc cither dead or realised; 
and this brutal admission is resented. It is resented, first, because 
it destroys the old simplicity, certainty, and unquestioning con- 
viction. ‘The will to Socialism’, wote G. D. H. Cole before the 
war, ‘is based on a lively sense of wongs ciying for redress’.^ 
And when the rvrongs 'ss’crc so manifest, ^s'c all knew what to do, 
and where the enemy was, and what was the order of battle; it 
was exhilarating to fight for such clear-cut and obviously righteous 
aims. But no-w the certainty and simplicity arc gone; and cvcty- 
thing has become complicated and ambiguous. Instead of glaring 
and conspicuous evils, squalor and injustice and distressed areas, 
we have to fuss about tire balance of paNTnents, and incentives, 
and higher productivity; and the socialist finds himself pinioned 
by a new and unforeseen reality. 

And the objective has become not only less clear-cut, but also, 
after the reforms described in tlic first trs'o chapters, less urgent; 
hence it no longer excites tire same crusading spirit. But people 
want something to crusade about; and even the partial fulfilment 

r Democrat' and Socialism (Bell, 1939), pp- 3I4‘*5' lenience B not wishotil 

interest to-day. ‘If content, and not external form, is considered, it rnust be admitted 
that the resdsionists were aetually much better Marxists than their “radical” opponents.' 

- 77 ic Century cf Total If ar (V'crschoylc. 1954). P- 353- 

® TTte Simple Case for Socialism (Gollancz, 1935), p. 15. 
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of a dream leaves a feeling of lassitude and anti-climax. ‘Oh, 
now I shoxild like to begin all over again!’ cries Olof in Strind- 
berg’s play at the moment when the Reformation triumphs; ‘it 
was not victor)^ I %vanted-it was the battle!’; and many soci- 
alists, deep do'vs’n, feel much the same.^ A people eryo^dng full 
empIo)'ment and social security has lost its dreams, and lost the 
need to struggle; and the actiidsts in consequence feel restless 
and frustrated.^ That is ivhy they resent reiisionist thinkers who 
compel them to face the new reality, and tr}^ to delude them- 
selves instead that all the old enemies — capitalist barons, ^VaU 
Street, exploiting profiteers —are still there, "waiting to be attacked. 
90% of resolutions at Annual Conference to-day are Quixotic 
tilts at objects still hopefiiUy seen as ‘outrageous giants of that 
detested race’; unfortunately, there are too few Sancho Pangas 
to point out that they are really only windmills. 


H The Confusion between Ends and Means 


If tve are to reformulate socialist doctrine, the first task is 
clearly to decide ivhat precise meaning is to be attached to the 
word ‘socialism’. 

This is not an easy question to answer. The ivord does not 
describe any present or past society, which can be empirically 
observed, and so furnish unimpeachable e\idence for what is or 
is not ‘socialism’- Thus statements about socialism can never be 
definitely verified; and we cannot treat it as being an exact 
descriptive word at all. There is therefore no point in searching 
the encyclopaedias for a definitive meaning; it has none, and 
never could. 

This can easily be seen by considering the numerous and, as 
the prerious chapter showed, often mconsistent meanings attached 
to the word by people who have called themselves ‘socialists’. 
Marx, defining it as the ‘nationalisation of the means of produc- 
tion, distribution, and exchange’, meant something quite dif- 
ferent from Proudhon, who defined it as consisting of ‘evety 


1 MosUt Olof (Act III). Olof’s later cr>' to his brother h^ the same pathos: ‘Then 
we are enemies! I need them, since the old ones are gone.’ 

2 In Sweden, as early as 1946, the Socialist leader .Mbm 

have had so many %-ictorics that we are m_a difficult position. A people wth pohucal 
libertt’", full emplojineiit, and social security has lost its dreams. 
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aspiration towards the amelioration of our society’. Sir William 
Harcourt, declaring in 1892 that ‘we are all socialists now’, 
evidently had a different version from his contemporary Brad- 
laugh, to whom socialism meant that ‘the State should own all 
wealth, direct all labour, and compel the equal distribution of 
all produce’. And any history of socialist thought will provide 
dozens of different deWtions, some in terms of ownership, some 
of co-operation, some of planning, some of income-distribution; 
and it soon becomes simply a matter of subjective personal pre- 
ference which is chosen as the ‘correct’ one. Many definitions, 
moreover, are so vague as to be virtually meaningless; one can 
read almost anything, for example, into Sidney Webb’s definition: 
‘the economic side of the democratic ideal’. 

The confusion has become worse inasmuch as the word is also 
charged with a high degree of emotional content, and so has 
acquired a range of purely persuasive meanings. It is either used 
to denote or win approval, as in Hitler’s National ‘Socialism’ 
and ‘Sociahsm’ in Eastern Europe, or when Left-wing weeklies 
attack a policy which they dislike as not being ‘Socialist’; or 
pejoratively, as when Right-wing Americans speak of ‘creeping 
Socialism’. 

But the worst source of confusion is the tendency to use the 
word to describe, not a certain kind of society, or certain values 
which might be attributes of a society, but particular policies 
which are, or are thought to be, means to attaining this kind of 
society, or realising these attributes. To rescue the word from 
these confusions, and the debasement referred to above, one must 
begin by asking what, if anything, is common to the beliefs of 
all, or almost all, of those who have called themselves socialists. 
The only constant element, common to all the bewildering variety 
, of different doctrines, consists of certain moral values and aspira- 
tions; and people have called themselves socialists because they 
shared these aspirations, which form the one connecting fink 
between otherwise hopelessly divergent schools of thought. 

Thus the word first came on the modem scene mth the early 
nineteenth-century Owenites, whom Marx contemptuously termed 
‘Utopian’ socialists.^ They based their ‘socialism’ explicitly on an 

^ To be precise^ the word first occurs in The Co-operative Magazine in^iSay, and w^ 
used to describe the views and demands of the original London 'Go-operators , 
‘They based their demands on moral grounds, on the doctrines of Robert Owen, 
and on the theory of labour value.’ (Max Beer, op. cit., p. 187.) 
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ethical view of society, a belief in a certain way of life and certain 
moral values. The means by which they thought this ‘good society’ 
could be attained are irrelevant to-day j and in fact they were 
quickly challenged by other socialist schools of thought, since 
when a continuous debate has proceeded, wth no agreement, 
about what constituted the most suitable means. This debate 
would have no particular interest to-day, but for the fact that 
all the protagonists tried to appropriate the word ‘socialism’ to 
describe the particular means which they themselves favoured. 

Thus Marx appropriated it for the collective ownership of the 
means of production on the false assumption, analysed in Chap- 
ter III, that the pattern of OAvnership determined the character 
of the Avhole society, and that collective OA\mership was a suffi- 
cient condition of fulfilling the basic aspirations. And generally 
the word came to be applied to policies for the economic or insti- 
tutional transformation of society, instead of to the ultimate social 
purposes which that transformation was intended to achieve; so 
one often hears socialism equated not only with the nationafisa- 
tion of industry^ but A\ith government planning, or redistribution, 
or state collectivism. This of course is quite unhelpful, for although 
people may agree on ends, they may legitimately disagree about 
means. Moreover, the means most suitable in one generation 
may be wholly irrelevant in the next, and in any case (still more 
significant) a given means may lead to more than one possible 
end, as indeed has happened with each of the policies just men- 
tioned A 

Thus if, for example, socialism is defined as the nationalisation 
\ of the means of production, distribution and exchange, Ave pro- 
; duce conclusions Avhich are iihpossible to reconcile Avith Avhat 
the early socialists had in mind Avhen they used the word: 
such as, tliat Soviet Russia is a completely socialist country (much 
more so, for instance, than SAveden) - even though it denies 
almost all the values Avhich Western socialists have normally 


1 The use of the tenn ‘ends’ and ‘means’ might seem to imply a Utopian or 
‘blueprint’ slew of society - a belief that society might, or could, settle down to 
a stable, unchanging state, analogous to the classical ‘stationary’ state of econonun. 
And of course most early socialists did hold this \’iew. But as used in the te-vt, the 
word ‘end’ is to be understood simply as describing principles or ralues, su^ as 
equality, or justice, or democrac>% or co-operativeness, which imght or tmght not 
bfembodied in, or determine the character of, a particular sopety: and wo^ 
‘means’ as describing the essentially msUtuUonal changes required to realise, or at 
least promote, these values in practice. 
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read into the word. Similarly, if socialism is defined as economic 
collectivism or State control of economic life, then Nazi Germany 
would correctly have been called a socialist country. But in 
neither case rvould the end-result be described as socialism by 
most socialists; the means of nationalisation and planning have 
proved adaptable to more than one purpose, which shows how 
unwise it is to identify the means rvith the end. 

Not only is it unwise, but it is also semantically and historically 
incorrect. The various schools of thought which have called them- 
selves, and been called by others, ‘socialist’ - Owenites and 
Marxists, Fabians and Christian Socialists, Syndicalists and Guild 
Socialists - have differed profoundly over the right means; and 
no one means has a better title to the label ‘socialist’ than any 
other. The one single element common to all the schools of thought 
has been the basic aspirations, the underlying mo ral values. It 
follows that these embody the only logicaUy and historically per- 
missible meaning of the word socialism; and to this meaning we 
must now revert. 


in The Basic Socialist Aspirations 

These ethical and emotional ideals have been partly negative - 
a protest against the visible results of capitalism - and partly 
positive, and related to definite views about the nature of the 
good society; though of course negative and positive strands are 
often inter-twined. 

Perhaps one can list them roughly as follows. First, a protest 
against the material poverty and physical squalor which capit- 
alism produced. Secondly, a wider concern for ‘social welfare’ — 
for the interests of those in need, or oppressed, or unfortunate, 
from whatever cause. Thirdly, a belief in equality and the ‘class- 
less society’, and especially a desire to give the worker his ‘just’ 
rights and a responsible status at work. Fourthly, a rejection of 
competitive antagonism, and an ideal of fraternity and co- 
operation. Fifthly, a protest against the inefficiencies of capitalism 
as an economic system, and notably its tendency to mass unem- 
ployment. The first three formed the , basis of socialism as ‘a 
broad, human movement on behalf of the bottom dog’.^ The 

1 Cole, A Short History of the British Working-Class Movement, Vol. Ill, p. 22. 
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first and last were . censures on the material results of capitalism; 
while the other three stemmed fi-om an idealistic desire for a just' 
co-operative and classless society. 

(I have listed only the social and economic aspirations. But of 
course imderlying them, and taken for granted, -was a passionate 
hejj^liaJlfeejn ^’^ and democrac y. It -would never have occurred to 
most early socialists that socialism had any meaning except 
■within a political firamework of fireedom for the indiridual. But 
since this political assumption is shared by British Conservatives 
as ^veII as socialists, no fiuther reference is made to it.) 

As thus formulated, even these basic aspirations are not all 
equally relevant to present-day society. Some are expressed in 
language adapted to conditions that no longer exist, and in par- 
ticular are too negative in character. This is natural, for they 
were, in large part, a reaction against the actual results of pre--svar 
capitalism; and -with t\s'o million unemployed, -^ridespread povert}" 
and malnutrition, and appaUing slums set against a backgroimd of 
flamboyant -wealth amongst the richer classes, it was natural that 
the negative desire to abolish e\dls should out\s^eigh more positive 
and detailed aspirations. 

But to the extent that e\'ils are remedied and injustices re- 
moved, negative statements become less and less appropriate. 
And they are seen to be inappropriate by the electorate, a gro-ising 
section of which has no recollection of unemplo^onent, or povert}', 
or dole-queues, and finds Labour propaganda -ivhich pla>^ on 
the themes and memories of the 19305 quite incomprehensible. 
To a population -which has lost its fears, and no^\■ has every' hope 
of a rapidly rising standard of li%dng, a negative protest against 
past -ssTongs is merely a bore. 

Thus ev'en ^s'hen -we go back to the basic aspirations, \ve still find 
the same, welcome, difficulty that the pace of change has over- 
taken the doctrine, and a re-formulation is needed. Of course if a 
Tory' Government were to re-create all the old erils, matters 
would be simple. New thinking could be set aside Tor the dura- 
tion’, and negative statements -would again suffice. But it is not 
likely that the Tories -is'ill act so recklessly, or that mere periodic 
couiiter-attacks to regain lost positions ^^•iU remove the need for 
a map of the nerv terrain. 

How should we re-formulate these aspirations to-day in such a 
way as to -preserve their basic emotional and ethical content, 
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yet discarding what is clearly not germane to ,present-day con- 
ditions? Of the original five, the first and last are rapidly losing 
their relevance in a British context. Such primary poverty as 
remains will disappear within a decade, given our present rate 
of economic growth; and the contemporary mixed economy is 
characterised by high levels both of employment and productivity 
and by a reasonable degree of stability. In other words, the 
aspirations relating to the economic consequences of capitalism are 
fast losing their relevance as capitalism itself becomes trans- 
formed. 

But the remaining three more positive ideals, described above 
as stemming either from a concern with the ‘bottom dog’, or from 
a vision of a just, co-operative and classless society, have clearly 
not been fiiUy realised. No doubt we should phrase them differ- 
ently to-day, but their basic content is still perfectly relevant. 
We have plenty of less fortunate citizens still requiring aid; and 
we certainly have not got an equal or classless society, nor one 
characterised by ‘co-operative’ social relations. 


IV The Co-operative Aspiration 

I propose to discuss the co-operative aspiration first, in order 
to get it out of the way - not because I think its content less 
important, but simply because I find it impossible to reach a 
definite conclusion about its relevance in contemporary condi- 
tions. 

Most people would agree that Britain to-day is a markedly less 
competitive society than it was a century ago. This is especially 
true of industry; and it was industrial competition which drew 
down the strongest strictures of the early anti-competitive 
socialists. Such competition is now both more limited in extent, 
and less fierce in character; and business attitudes generally have 
taken on the more restrained and amenable character described 
in Chapter I. 

But the change goes wider than this, and reflects a deep-seated 
change in the accepted ideology — from an uncompromising faith 
in individualism and self-help to a belief in group action and 
‘participation’, and collective responsibiHty for social welfare. 
The consequence is a pronounced tightening of the conventional 
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rules of competitive behaviour. A centur)’’ ago competition was 
virtually unrestricted. It justified colonial aggression, child- 
labour, sweated workshops, violence against labour leaders, a 
callous ruthlessness to^vards competitors, and even interference 
with personal liberty. All these to-day would be excluded from the 
bounds of what was conventionally, and often legally, permissible. 
The moral consensus of opinion has altered; and the aggressive 
instinct has been chdlised and circumscribed. 

There is now probably no countr>’^ in the world where com- 
petition is less aggressive, or individual exertion more suspect. 
The worker who exceeds his norm or works too hard, the em- 
ployer who embarks on a price-offensive, are thought guilty at the 
least of not playing the game, and probably of flouting the prin- 
ciple of fair shares and showing disloyalty to comrades. To a large 
I extent, security has replaced competition as the guiding rule of 
I economic conduct. At any rate, it could scarcely be denied that 
the intensity of competition was significantly less. 

The extensive frontier of competition may, it is true, have 
widened. But this, ironically, is partly the result of action and 
pressure by the Left, since it follow's from the progressive equalisa- 
tion of opportunities for advancement. This inevitably increases 
competition; and indeed the absence of competition for the 
highest posts is incompatible with democracy, and consistent only 
•\\ith a hierarchical caste or feudal society offering no possibility 
of social mobility.^ Thus the antithesis of competition is not 
alw'ays co-operation - it may be social ossification, and the denial 
of indi\idual rights. This clearly raises an aw'k\s'ard potential 
conflict of values. 

The extent of competition, or at least of the individual pursuit 
of differential rew'ards, may have widened in another respect. 
A century ago it w'as mainly the entrepreneur w’hose income 
fluctuated with individual effort or hard work. But since then, as 
the last chapter pointed out, there has been a gro%ving tendency 
for incomes to take the form of differential re^vards for differential 
effort. The purpose of such differentials may be partially frustrated 
by the counter-force of group solidarity; but their existence must 
do something to foster individualistic attitudes and the motive of 
personal gain. But here again there may be a conflict of values, 
since differentials may be good for economic grovv'th and the 

1 V. Chapter X. 
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Standard of living. Once again, the antithesis of competition might 
be not co-operation, but economic stagnation. 

Thus matters look a good deal less clear-cut than when the 
co-operative ideal was first formulated over a century ago. On the 
one hand, the excesses of competitive individualism have been 
significantly moderated; on the other hand, competition is seen 
to have certain compensating advantages, not previously much 
discussed. However, let us consider the implications of endeavour- 
ing to realise the ideal more fully. There appear to be two spheres 
in which it might be relevant: personal motives and relations at 
work. 

First, people should work not for private material gain, but 
for the social good - either because they will then find a greater 
self-fulfilment and so be more contented, or because they udll work 
better and harder, or simply because it is held to be ethically good 
that self-regarding instincts should be suppressed, and other- 
regarding instincts encouraged. 

This is pardy a factual statement, that people work harder 
and feel happier if certain incentives are present: and partly a 
normative statement, that people should work for certain motives 
and not for others. Unfortunately the first is difficult to prove or 
disprove, and the second hard to express in concrete, practical 
policies. 

It is clear that under the right circumstances the consciousness 
of working for a common purpose can be an extremely strong 
incentive, capable of eliciting exceptionally hard and contented 
work. In British aircraft factories after Dunkirk, in voluntary 
societies or charitable bodies, in village development schemes in 
India, or co-operative farms in Israel, people do appear to find a 
fulfilment and satisfaction in working for a common goal, and in 
consequence work better, and feel fewer grievances.^ 

But it is equally clear that people can work both well and con- 
tentedly for personal material gain under a system where rewards 
vary with individual effort. This is the case, for example, in a 
progressive and efficient private firm operating an elaborate 
system of bonus payments and incentives. 

Evidently both motives can, under the right conditions, work 
extremely well. So far as the second is concerned, the essential 

^ tf. W, Arthur Lewis, Theory of Econoimc Growth (Allen and Unwin, 1955)> 
Part III, Chapter i, for an excellent discussion of this point. 
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condi^on in the normal case is probably an efficient management, 
pursuing an enlightened labour poficy.^ But the difficulty is to 
create the conditions under which the ‘social’ motive can operate 
effectively for more than a short emergency period. It is certainly 
not enough to teU people that they are working for the public 
good, nor even that they should in fact be working for the 
pubhc good. They must see it, and feel it, themselves; and it is 
not easy to create the institutional framework within which they 
will. 

This may be seen from the experience of nationalisation. The 
miners and railwaymen are in fact working for the pubhc good 
as well as for themselves, and for an extremely urgent pubhc 
good; and there are no shareholders or private profits to ‘expro- 
priate’ any of the fhiits of their labour. Yet this appears to make 
only a hmited psychological difference; and neither industry has 
a contented atmosphere. This might be a matter of scale and 
distance. The villager working on a community scheme, and 
building a new road for his village, can see the result with his own 
eyes, can see his own personal contribution as being significant, 
and can see that his own community is in fact deriving the benefit. 
The miner cannot see the total result of his efforts, which is 
reflected merely in periodic output figures announced from Hobart 
House: he may think that his own contribution to the total result 
is insignificant; and he may be vague as to how the benefits are 
distributed. Thus he feels, it might be argued, no sense of personal 
indispensabifity; the scale is too large, and the distances too 
remote. 

Yet there might, for all we know, be a quite different explana- 
tion — that the average miner and railwayman are not sufficiently 
interested in the public good or the total result. It could plausibly 
be maintained that in these t^vo industries, much more, for ex- 
ample, than in mass-production factories, the worker is exception- 
ally well aware of his personal role and contribution — the crew 
of a train for obvious reasons, and the miner (at least at the face) 
because of the institution of the checkweighman. Yet this aware- 
ness, and such ‘social’ incentive as may follow from it, may be 
outv^eighed by other incentives or emotions — local group solid- 
arity, resentment over wages or conditions, dislike of the local 
management, disappointment (in the case of the railways) ^vith 
1 V. Chapter XVI, Section III, for a further explanation of this point. 
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the form of nationalisation and the performance of the Tramport 
Commission; and so on. 

All it seems possible to say in practice is (a) that people can 
work hard and contentedly for personal (or family) gain,^ (b) 
that people can work badly and discontentedly even when they 
are working for the common good, (c) that no doubt they -svork 
best of all when both motives are present, but (d) if it is desired, 
on moral grounds, to effect a general conversion from self- 
regarding to other-regarding motives, this \vill be hard to achieve, 
since it might require either a change in the basic ‘social character’ 
or the creation of a largely novel institutional framework. This 
conclusion was of course reached at an early stage by the Soviet 
rulers, who quickly gave up the struggle and simply introduced 
the old ‘capitalist’ incentives, under the new label of ‘Stakhano- 
vitism’, in an extreme and indeed brutal version. 

One cannot say that either of these means to a general con- 
version is strictly impossible, only that they are rather unlikely. 
A change in social character, altering the underlying balance 
between self-regarding and other-regarding instincts, cannot, I 
suppose, be ruled out as a matter of theory. Social anthropology 
and group psychology have shown that motivation and behaviour 
are not immutable, or biologically given, but to some (unknown) 
extent ‘culturally’ determined. But of course we know too little 
about the determinants to say anything very useful when it 
comes to practical policy. 

Nor is it much easier to alter the institutional framework in 
such a way as to give more outlet to existing social motives. Clearly 
public ownership is not enough. We might even require a com- 
plete devolution and fragmentation of economic activity down to a 
local scale. Of course this simply will not happen, and could not 
work, in an advanced industrial economy. It is not merely that 
the result would be a catastrophic fall in living standards, but 
that one cannot turn back history in this way, or reverse the under- 
lying social and technological trends. Some devolution within 
the present framework is no doubt possible; and enlightened 


1 Indeed, material incentives for the worker are exeeptionally strong to-day, since 
both the psychological expectation and the physical possibility of rising to an entirely 
new plateau of consumption, characterised by the ownership of expensive consumers’ 
durable goods and reached with the help of hire-purchase, now exist on a wide srale. 
So strong are these incentives that Trade Union leaders, who would like to reduce 
overtime, often cannot persuade their members to forego it. 
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managementSj by increasing attention to group activity and to 
fostering a social spirit, will gradually do something to encourage 
the desired incentives. But I cannot see what national policy a 
Labour Government could have for inducing a general and deep- 
seated, as opposed to local and marginal, change in personal 
motives. 

The second sphere in which the co-operative ideal is relevant 
(though it is closely linked with the first) is that of relations at 
work. The early socialists wanted people to work, not as separate 
individuals, but communally and co-operatively, organised in 
groups (co-operative gmlds or communes) inspired with an 
altruistic collective purpose. To-day, since self-governing guilds 
are now impracticable, we should no doubt interpret this in terms 
of joint consultation or joint participation, that is, of groups within 
a large industrial unit (whether public or private) identified ^vitli, 
and working co-operatively for, the purposes of that unit. 

But we now see that the difficulty is often not, as the early 
socialists thought it would be, to resolve a clash between individual 
and collective instincts, or to persuade people to form groups and 
adopt group standards. The human instinct towards gregarious- 
ness is so strong that groups form automatically, in industry as 
elsewhere, and quickly establish their own informal leaders and 
standards of behaviour. 

The difficulty is that these natural, self-created groups may be 
far from expressing the co-operative ideal. It is not merely that 
groups may develop (as anyone with experience of small political 
or reUgious or refugee groups 'wiU know) extremely disagreeable 
characteristics - intolerance of dissent, excessive conformity, 
arbitrary cruelty in the exercise of their ultimate power to 
ostracise (in modem language, send to Coventry) : but even if they 
do not, their purpose and function may be in no way communal 
or altruistic so far as objectives and institutions outside the group 
are concerned. On the contrary, their function and behaviour 
may be wholly selfish, and the element of identification or co- 
operation with the firm or industry entirely lacking. Thus they 
may, as industrial research has demonstrated, serve to restrict 
output, not to expand it: to worsen relations wth management, 
not to improve them: to foster resentment and discontent, instead 
of harmony and a sense of common purpose. 

The problem is to harness the group instinct in such a way as 
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to create the desired social and co-operative atmosphere — to 
cause the natural groups to identify themselves with the larger 
unit in which they work. Unfortunately we scarcely know in 
detail ho^v this is to be done. It does not follow automatically 
either from nationalisation, as the mines and the railways show, 
or from setting up joint consultation, which may simply impose a 
formal and rootless group on top of, and at cross-purposes ■\vith, 
the real groups below. 

Indeed if we examine industry, we find a bewildering variety 
of experience which makes it exceedingly hard to draw con- 
clusions.^ We can find firms rvith a loyal and contented labour 
force, yet -with no formal ‘participation’ of any kind; others 
with elaborate schemes of joint consultation, yet with a sullen, 
unhappy labour force: and yet others where good relations do 
seem to depend on the existence of joint bodies. All we can say is 
that institutional change by itself is not enough : and that whether 
joint participation does or does not create a co-operative atmos- 
phere depends on social forces on the exact nature of which 
industrial psychologists are not agreed -at any rate not to the 
extent that any clear national policy emerges. 

' This does not mean, of course, that there is no case for altering 
relations within industry, or for giving the worker more power. 
There is such a case. But it rests not on propositions about 
fraternity or social contentment, which our present knowledge 
does not justify, but on statements about social justice, the rights 
of workers, and equality. It is therefore subsumed, and so dis- 
cussed in later chapters, under the aspiration towards social 
equality. 

To sum up, the co-operative aspiration has at least been 
partially fulfilled, in that society is much less aggressively indi- 
viduahstic and competitive than a century ago; and indeed the 
trend toward ‘sociability’ is now so strong that we are more likely 
to be deprived of sohtude than company. On the other hand we 
do not yet live in a co-operative Utopia. Most people still work 
mainly for personal gain, and not for the social good; and the 
ideal of communal, co-operative participation has scarcely begun 
to be reaUsed in industrjc 

Now there are one or two specific directions in which a clear 
choice exists between more or less competition — most notably 

1 V. Chapter XVI for a further discussion of this point. 
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in education, separately discussed in a later chapter. There are 
one or two further directions in ^vhich a less clear choice exists 
between more or less commxmal activity, e.g. housing develop- 
ment and towm planning. Furthermore, the sense of co-operation 
in industry may spread as management grois^s more progressive 
and enhghtened; and a gradual increase in equality ^\iU itself, as 
is argued in Chapter X, still further diminish the intensity of 
competition. But beyond this, at our present state of hno'ivledge, 
we cannot go. We cannot assert definitely Avhat ■would be the 
effect either on personal contentment, or attitudes to work, or the 
quahty of our society, of a wholesale efifort to suppress the motive 
of personal gain, or to elevate collective at the expense of indi- 
•vidual relationships: nor can we even begin to see a feasible 
institutional firame^vork wthih which these changes could be 
brought about: nor can -we be sure that even if they were practic- 
able, they might not lead to serious losses in other directions, such 
as privacy, indi'viduahty, personal independence, equality of 
opportmiity, or the standard of li-ving. 

"While, therefore, I realise that as a matter of verbal precision 
the co-operative ideal is certainly embraced by the ^vord 'social- 
ism’, and -while I accept that it would clearly be in some sense 
‘better’ if there -were a more general awareness of a common 
social purpose, I do not feel able, in -what is intended to be a 
reasonably definite and practical statement of socialist aims, to 
include this as part of the goal. I shall no doubt be corrected by 
those Mnth clearer -views. 


V The Welfare and Equality Aspirations 

The two remaining aspirations — the concern with social 
welfare, and the desire for an equal and classless society — still 
have a perfectly clear relevance. The first implies an acceptance 
of collective responsibility and an extremely high priority for the 
relief of social distress or misfortune, in contrast to the much lower 
priority which it -would receive in a ‘fi:ee’ economy gmded mainly 
by an indiwdualistic philosophy. This is the contemporary 
version of the traditional welfare and social-service philosophy 
of the Labour movement, and of the mstinct to side automatically 
with the less fortunate and those in need. 
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There is plenty of residual social distress in Britain. It is now 
caused less by primary poverty, though this can still be found, 
than by secondary poverty, natural misfortune, physical or mental 
illness, the decline in the size of the family, sudden fluctuations in 
income, and deficiencies in social capital. These last, for aU the 
high level of average personal spending, are stiU appalling - ugly 
towns, mean streets, slum houses, overcrowded schools, inadequate 
hospitals, under-staffed mental institutions, too few homes for the 
aged, indeed a general, and often squalid, lack of social amenities. 

The relief of this distress and the elimination of this squalor is 
the main object of social expenditure; and a socialist is identified 
as one who rvishes to give this an exceptional priority over other 
claims on resources. This is not a matter of the overall vertical 
equality of incomes; the arguments are humanitarian and com- 
passionate, not egalitarian. It is a matter of priorities in the 
distribution of the national output, and a belief that the first 
priority should always be given to the poor, the unfortunate, the 
‘have-nots’, and generally to those in need; from which follows a 
certain view about collective social responsibility, and thence 
about the role of the state and the level of taxation. This represents 
the first major difference between a socialist and a conservative. 

The second distinctive socialist ideal is social equality and the 
‘classless society’. The socialist seeks a distribution of rewards, 
status, and privileges egalitarian enough to minimise social 
resentment, to secure justice between individuals, and to equalise 
opportunities; and he seeks to weaken the existing deep-seated 
class stratification, with its conconaitant feelings of envy and 
inferiority, and its barriers to uninhibited mingling between the 
classes. This belief in social equality, which has been the strongest 
ethical inspiration of virtually every socialist doctrine, stiU remains 
the most characteristic feature of socialist thought to-day. 

It is significant that these aspirations are not now primarily 
economic in character. The worst econornic abuses and in- 
efficiencies of modern society have been corrected; and tliis is no 
longer the sphere, as it has been for the greater part of the life of 
modern socialism, in which reforms are most urgently required. 
It is true, of course, that Britain stiU faces a serious economic 
problem — the problem of external solvency. But this is a problem 
common to both parties; and so far as specifically socialist policy 
is concerned, the battle is not mainly on this front. 

“3 
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It is also obvious that these ideals are much less pertinent to 
Britain, than to Britain’s relations -with the outside world. It is in 
the backward nations that the real poverty exists; and the in- 
equaUty between those nations and Great Britain is far more 
glaring than the inequality between rich and poor in Britain. 
That is why the most obvious fulfilment of socialist ideals hes in 
altering not the structure of society in our o\vn countr)^, but the 
balance of wealth and privilege between advanced and backward 
countries. This I do not discuss, for this book, as I made clear in 
the Preface, is about the British domestic scene; and even within 
Britain these ideals are not yet fully realised. But socialists must 
always remember that inter-national now surpass inter-class 
injustices and inequahties. 

VI Is Socialism Still Relevant in Britain? 

The ideals have so far merely been stated. They have not been 
justified in detail, nor any evidence adduced to show that their 
further fulfilment w^ould diefinitely improve our society. All that 
has been argued is that they constitute ‘sociahsm’ in the only 
legitimate sense of the word, and that they are not embodied in 
our present society to such an extent that most people would 
describe it as sociahst. 

A few people w'ould, it is true, so describe it - not explicitly, 
but by implication. That is, they take the view that are at, 
or anyway in sight of, the final objective. This of course is a 
plausible view only if we select those more modest aspirations 
which have largely been fulfilled, and define these, and these 
alone, as sociahsm. Thus if wu were to say, as G. D. H. Cole 
once did before the war, that ‘the Sociahst has two main enemies 
to fight - poverty and enslavement’,^ it ^vould follow' that w'C 
now nearly have sociahsm in Britain, since "^ve have very httle 
poverty or enslavement. 

Examples of such definitions can be found. Perhaps the most 
striking is the Frankfurt Manifesto of the reborn Sociahst Inter- 
national in 1951, in which (after a preamble so vague as to be 
almost meaningless) the whole emphasis is placed on democratic 
planning, which is regarded as the basic condition of socialism. 

1 Ths Simple Case for Socialism, p. 19. I do not of course mean that Professor Cole 
himself defined socialism in this way. 
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The purposes of planning are defined as ‘full employment, higher 
production, a rising standard of life, social security and a fair 
distribution of income and property’ - purposes which (at least 
if one omits the one word ‘property’) are either not peculiar to 
socialists, or else are largely achieved already in Britain and 
Scandinavia. 

Now it is true that the planned full-employment welfare state, 
which has been the outcome of the first successful spell of Labour 
government, is a society of exceptional merit and quality by his- 
torical standards, and by comparison with pre-war capitalism. 
It would have seemed a paradise to many early socialist pioneers. 
Poverty and insecurity are in process of disappearing. Living 
standards are rising rapidly; the fear of unemployment is steadily 
weakening; and the ordinary young worker has hopes for the 
future which would never have entered his father’s head. There 
is much less social injustice; the economy works efficiently; 
and the electorate, as the Labour Party discovered at the last 
election, is in no mood for large-scale change, and certainly not 
for the complete overthrow of the present system. Many liberal- 
minded people, who were instinctively ‘socialist’ in the 1930s as 
a humanitarian protest against poverty and unemployment, 
have now concluded that ‘Keynes-plus-modified-capitalism-plus- 
Welfare-State’ works perfectly well; and they would be content 
to see the Labour Party become (if the Tories do not filch the 
role) essentially a Party for the defence of .the present position, 
with occasional minor reforms thrown in to sweeten the temper 
of the local activists. 

Yet this is not socialism. True, it is not pure capitalism either; 
and it does fulfil some part of the traditional socialist aspirations, 
and to this extent has socialist features. Yet it could clearly be 
a great deal more socialist than it is - not, as people sometimes 
think, because it now has only 25% public ownership and is not 
fully planned down to the minutest detail, any more than Soviet 
society is more socialist because it has 100% public ownership 
and complete state planning: but simply because the traditional 
socialist ideals could be more fully realised than they are. To put 
the matter simply, we have won many important advances; but 
since we could still have more social equality, a more classless 
society, and less avoidable social distress, we cannot be described 
as a socialist country. 
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The detailed case for Mfilling the remaining aspirations, that 
is, for moving towards socialism, is argued in Parts Three and 
Four, where the two aspirations are considered separately; while 
Part Five discusses their economic implications. 

But one may at this stage briefly summarise, -without attempt- 
ing to justify, the reasons for wanting to move forward, and to 
alter what is admitted to be a prosperous and generally tolerable 
society; and the value judgments which underlie this wish. Lord 
Attlee recently remarked, looking back on his early days, that 
T joined the socialist movement because I did not like the kind 
of society we had and I wanted something better’. Why should 
anyone say the same to-day? 

There are, I believe, three ans-wers. First, for ail the rising 
material standards and apparent contentment, the areas of avoid- 
able social distress and physical squalor, w^hich were referred to 
above, are still on a scale which narrowly restricts the freedom 
of choice and movement of a large number of indi\iduals. Secondly 
(and perhaps more intractable), -^ve retain a disturbing amount, 
compared with some other countries, of social antagonism and 
class resentment, \dsible both in politics and industry^ and making 
society less peaceful and contented than it might be. Thirdly, the 
distribution of re-wards and pri\dleges still appears highly inequit- 
able, being poorly correlated %\dth the distribution of merit, \drtue, 
ability, or brains; and, in particular, opportunities for gaining 
the top rew'ards are stiU excessively unequal. 

This significant residue of distress, resentment, and injustice 
affords a prima facie justification for further social change - as I 
think, and shall argue, in a socialist direction. It may not justify 
the same saeva indignatio as mass unemployonent and distressed 
areas before the tvar - rather a purposeful, constructive, and dis- 
criminating determination to improve an already improved 
society. But the belief that further change will appreciably in- 
crease personal freedom, social contentment, and justice, con- 
stitutes the ethical basis for being a socialist. 
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PART THREE 


THE PROMOTION OF WELFARE 




VI 


THE COST OF SOCIAL WELFARE 


I The Beveridge Revolution 

T h e first ideal was defined as the acceptance of collective 
responsibility and an exceptionally high priority for social 
welfare. I deliberately treat this first, for although the 
subject-matter might seem more prosaic than that of the next 
section on class and equality, I believe it to be more urgent, and 
more important, in terms both of justice and contentment. 

This ideal raises the whole question of the role of the social 
services. It would, until recently, have been generally accepted 
that these had one simple purpose, namely the relief of poverty. 
But this, of course, is a purpose open to many different inter- 
pretations, and capable of justifying widely varying degrees of 
mean or generous provision. The history of the social services is 
the story of the gradual liberalisation of the definition of poverty : 
of the progress from a rigid destitution approach to a wider con- 
cept of a national minimum standard of life. After receiving its 
first great impetus from the Liberal Government of 1906, this 
progress continued, though erratically and not without opposi- 
tion,^ until it reached its culmination in the Beveridge Report 
and the subsequent Labour legislation. 

1 The Webbs, for example, had no patience with Lloyd George’s reforms of 
igo8-ti. ‘To us’, wrote Beatrice, ‘the compulsory insurance with automadcally 
distributed money allowances, during illness or worklessness, svith free choice of 
doctor under the panel system, would not and could not prevent the occurrence of 
sickness or unemployment. Indeed, the fact that sick and unemployed persons were 
entitled to money incomes without any corresponding obligation to get well and 
keep well, or to seek and keep employment, seemed to us likely to encourage malinger- 
ing and a disinclination to work for their livelihood.’ (Our Parimrship, Longmans, 
1948, p. 479.) 
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It Avas the Beveridge Report^ ^vhich gave the most complete 
and explicit statement of the philosophy of the national minirruim 
The social services had one prime object: the abolition of -^vant. 
This object ^vas to be achieved by isolating, not simply destitute 
individuals as the Poor Law did, but those entire categories of 
persons, or periods in an individual’s life, which were commonly 
the most vulnerable to the onset of pove^t)^2 A presumption of 
need having been established, benefits were to be paid to these 
categories as of right, without a means test, at a flat-rate sub- 
sistence lev^el unrelated to income; and the insurance principle 
was made a cardinal part of the scheme precisely because it 
symbolised the citizen’s ‘right’ to recewe a corresponding benefit. 
National Assistance, relying on a test of means, was to be purely 
a defence of last resort for those few who ‘fell through the meshes’ 
of the main proposals. 

Meanwhile the constructivre services of health and education 
were to be built up alon^ide the sy'stem of social seciuity; and 
for the first time the principle was accepted that they should be 
provided free to all, not at a rninimmn lev’^el, openly inferior to 
the corresponding private services, but at the highest level which 
the community could afford. Full emplo^nnent vv^ould then crown 
a structure of public services wholly adequate to abolish want 
and guarantee to each citizen a decent minimum standard of 
life. 

There was, it is true, a certain contradiction here, which vvas 
nevnr properly faced or resolvnd. If the object of the social 
services is the aboHtion of want, then an income test to establish 
the existence of want is a logical corollary^ If, on the other hand, 
payment of benefit regardless of means is deviated into a prin- 
ciple, then the object cannot be simply the elimination of wnnt 
Evidently some new and different aim has crept in; but it was 
never made clear, either in the Report or in the debates which 
followed, just what this was. However, for the moment this con- 
tradiction could be considered potential rather than actual. The 
unconditional benefits were restricted to obviously needy cate- 
gories; the aim could still be reasonably presented as the un- 
equiv^ocal one of relieving pov'Crtv'; and it was not likely that 
many would receive help who did not need it. One may still 
regard the Beveridge Report, therefore, as the most thorough and 

V Social Insurance and Allied Services {Cmd. 6404). " op. cit., p. 7 * 
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systematic expression of the ‘poverty’ approach to the social 
services. 1 

For once a report was followed by effective action. Between 
1946 and 1949 the whole field of social insurance and allied 
services was re-organised, co-ordinated, and extended in a series 
of major legislative acts, whose profound influence in reducing 
poverty was described in Chapter II; and a greater social ad- 
vance was made than in any corresponding period in British 
history. Primary poverty seemed largely to have disappeared; 
and people hailed the arrival of the ‘Welfare State’ as though 
finality had been attained, and the social services had reached 
their ultimate form. The Beveridge Report was acclaimed as 
‘the inauguration of a new relation ... of man to man, and of 
man to the State’, and as enshrining ‘the ethic of the universal 
brotherhood of man’ ; its implementation had ‘laid the founda- 
tions of a new conception of society’.® 


n The ‘Crisis’ in the Social Services 

Yet within a ferv years the talk was all of the ‘crisis’ in the social 
services; and everywhere there was heart-searching and criticism. 
What went rvrong ? 

First, it proved extremely hard to hold national insurance 
benefits at a subsistence level. Originally fixed at what purported 
to be such a level in 1946, they quickly fell below it -with the post- 
war rise in prices; and then fluctuated between well below it, 
and just below it, as periodic adjustments to the rates fought a 
defensive battle against the fall in the value of money. But for 
most of the period they were at least significantly below it; and 
the result was an increasing recourse to National Assistance. By 
1955 the Assistance Board was paying over i| million allowances, 
covering one-quarter of those dra%ving insurance benefits. This 
was a very different picture from what had been expected. 

Secondly, indiscriminate consumer subsidies, not envisaged in 

^ It is interesting that Beveridge did not regard the ^social services, as many socialh^ 
have done, as a means of redistributing income vertically between social classes. His 
limited aim of abolishing want could be achieved, as he made clear, by a honaontal 
redistribution of income tvilhin classes (op, cit., pp. 165-7). 

2 Beveridge and His Plan, by Janet Beveridge (Hodder and Stoughton, 1954), pp. 7 
and 168. 


I 2 I 



THE PROMOTION OF WELFARE 

the Beveridge Report nor (in the major case of the food subsidies) 
originally conceived as a social service at all, expanded rapidly, 
and soon almost equalled in cost all the ‘Beveridge’ payments 
arid selective welfare services. In 1950 they amounted to ^^468 
millions, against ^^645 millions for all insurance benefits, national 
assistance, family allowances, scholarships, school meals, and 
maternity services. Given the pressure on the Budget, this growth 
in subsidies appeared as a major reason why social insurance 
benefits could not be held at subsistence level. 

Thirdly, once the principle of the highest possible standards 
was accepted, the cost of providing services in kind, and notably 
health, completely free, began to appear potentially alarming. 
It is true that most of the criticism of the ‘rapidly increasing’ 
current cost of the Health Service was quite mistaken;^ but 
people were disturbed by certain (allegedly) expert prognostica- 
tions about the likely future cost. It was against this background 
that the irritable controversy over health charges broke out in 

1951- 

These developments raised two separate issues. The first was 
ideological, and concerned the ultimate purpose of the social 
services. It was observed that whereas the main cash benefits had 
only maintained their share (of 5 i%) in personal pre-tax incomes 
between 1937-8 and 1 950-1, benefits in kind and subsidies had 
more than doubled their share of gross national income (from 
52 % to iij%).^ This altered balance between benefits in cash 
and in kind seemed to denote a radical departure from the 
Beveridge approach, and suggested to some critics that the 
abolition of want had given way, as the rationale of social expen- 
diture, to a new concept of ‘sociahsed’ income, under which an 
increasing proportion of the national income would be collected 
in taxation by a paternalistic state, and redistributed (largely to 
the same people) in whatever form appeared most beneficial. 
This ideological argument is discussed in the next chapter. 

Secondly, fears were increasingly expressed about the burden 
of costs, both immediate and prospective. How far were these 
justified ? 

1 The Service was actually taking a slightly diminishing proportion of nauonal 
resources each year from 1948 to 1954 (r- Report of the Committee of Enqvxry into e 
Cost of the Pfalional Health Service, Cmd. 9663, Part I). 

2 Income Redistribution and Social Policy, ed. Alan T. Peacock (Cape, 1954)1 Table V, 
p. 151. 
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The current expenditure of all public authorities on social 
services (including food subsidies) rose from 9 -2 % of gross national 
income in 1938-9 to 13-7% in 1951-2; excluding food subsidies, 
the rise was from 9-2% to 11 - 5 %.^ Thus including subsidies the 
social services increased their share in the national income by 
nearly one-half. But this distinctly exaggerates the increase. Apart 
from subsidies, much the largest proportionate rise was in the 
health service, where the increase in public expenditure did not 
represent an equivalent increase in total expenditure on health, 
since some part of it was merely transferred from private to 
public account after the introduction of the National Health 
Service. Gash benefits rose by very much less - social insurance 
benefits and family allowances together accounted for only the 
same share of pre-tax personal income in 1951-2 as in 1938-9. 
The fiscal problem posed by the social services is shown by the 
fact that as a proportion of all central government expenditure 
they rose (including subsidies) from 28% in 1938-9 to 40% in 
1 950-1, before falling to 31% in 1953-4. 

These were substantial increases. Yet they must be judged 
comparatively modest in the light both of the declared intention 
of the Labour Government to construct a Welfare State, and of 
the constant chatter about the ‘crushing’ burden of social expen- 
diture. It would be hard to deduce from these figures that the 
social services were making wholly excessive claims on resources, 
or could properly be held responsible for successive balance of 
payments crises. Of course they did present a problem, both 
economic and fiscal, to successive Chancellors, arising from the 
fact that their expansion did not take place in isolation, with other 
things remaining constant, but at a time when the economy was 
loaded with other exceptionally heavy claims follo\ving on World 
War II and the Korean War. But there was no justification for 
singling out the social services as the main or only cause of trouble, 
especially as some proportionate increase in their cost followed 
almost automatically from the relative growth in numbers of the 
main beneficiary categories. There were one million more child- 
ren than before the war, and if million more old people. 

But the rise in expenditure was moderate only because it was 


IP-E.P., Planning, Vol. XX, No. 354. >953. ‘Jhe Cost of Sodal Scmc«, 

1938-1952'. Inclu&ng gross capital expenditure, the rise was irom 9'o/o to 10 7/0 
(Peacock, loc. cit.). 
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finriy held doAvn in the face of strong demands, both social and 
political, for higher spending, and at the expense of real hardship. 
National insurance benefits continually fell below subsistence 
level: ceilings were imposed on both health and subsidy expendi- 
ture; and the education programme \vas heavily restricted. 
Moreover it was clear, looking ahead, that fresh claims were 
pihng up. What alarmed most people, therefore, ^vas less the 
actual cost in the post-war period, than the prospective cost in the 
future. 


m The Effect of an Ageing Population 

Discussions of the future cost have usually been dominated by 
tlie prospect of a rapidly ageing population. According to the 
Phillips Committee, the number of elderly people in Britain 
(men over 65 and ■women over 60) is likely to rise from 6-6 millions 
in 1951 to 9-5 milHons in 1979, or from 13-5% of the population 
to i 8-2%,^ It was this trend which caused the main anxiety. 

But it was often forgotten that so far from being a sudden new 
phenomenon, the trend had already been observable for more than 
50 years. Indeed the rate of change in age-composition is likely 
to be less rapid in the next 20 years than it has been over the past 
20. We are no^v more than half-way between the age-proportions 
which characterised the late Victorian era, and the proportions 
to which ■we shall eventually settle down. The average age, due to 
rise from a present 35^- to 39 over the next 25 years, has already 
risen from 27 in 1891 and the ratio of elderly to total population, 
due to rise to 18%, has risen from 6J% to nearly 14%. Thus a 
large part of the burden has already been shouldered, and its 
effects on the standard of li\ing absorbed. 

And of course it will not be the future age-composition (ex- 
pected to remain fairly stable from 1980 onwards) ■which is 
demographicaUy pecuhar. It was the late nineteenth-century age- 
structure which was (by contemporary Western standards) 
abnormal, being the product of a still relatively high mortality 

1 Report of the Committee on the Economic and Financial Problems of the Provision for Old 
Age (Cmd. 9333), Table IV and Appendix III. (Unless othenvise stated, the figures 
in the next few paragraphs are taken from this Report.) 

2 ■W. A. B. Hopkin, ‘The Economics of an Ageing Population’, Lloyds Bard: Reiira;, 
January 1953. 


124 



THE COST OF SOCIAL WELFARE 

rate which kept down the numbers of the old, combined %vith a 
rapid rate of increase in population. The average age was there- 
fore unusually low. In the last 70 years both these influences have 
altered : the mortality rate has dropped sharply, while the birth 
rate has fallen to the point where the population now shows littie 
growth. The average age, in consequence, has risen. But all that 
is occurring is a long-drawn-out process of adjustment, now half 
over, to the age-structure normal for a stable population. 

Nor is this trend to be deplored. It could only be reversed either 
by a rise in the mortality rate, or by a return to a Victorian rate 
of population growth. The first is obviously not to be desired; 
while the second might well create a serious problem of food and 
material suppHes in a country so iU-endowed by nature as our 
own, with a worsened prospect of rising living standards. 

Most of the discussion of the economic consequences of the 
change has in any case been rather beside the point. It has con- 
centrated on the question of total output and resources, and the 
apparent threat to the standard of living from the change in the 
relative numbers of producers and consumers, or active and 
dependent age-groups. This change is not in fact large. The 
dependent age-groups consist not only of the elderly, but also of 
children under 15; and the latter are expected to fall as a propor- 
tion of total population by 1979 from 22% to 20%, thus partially 
offsetting the rise in the elderly group. Taking the two influences 
together, the proportion of active age-groups in the total tvill show 
only a modest decline from 64% to 62%. 

This of course is quite insignificant in relation to the likely rise 
in productivity. If the same proportion of each age-group con- 
tinues in employment, the number of producers per consumer, 
and hence (if nothing else changed) the average standard of living, 
would fall by 3^%.^ But a rise in the gross national product of 
i^% per annum, which is an exceedingly modest figure, would 
increase fier capita income over the same period by 50%, and a 
continuation of the present rate of growth by nearly 80%. 

The real problem is a different one, namely the ‘transfer’ 
problem. The rise in output due to liigher productivity does not 
accrue direct to the elderly, since they (for the most part) are not 
at work. It follows that if their total income is to be increased, 
owing to the rise in their numbers, then some part of the rise in 

1 Hopkin, op. cit. 
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output and incomes must be taxed away from its recipients 
amongst the working populationj and transferred to the pen- 
sioners. Thus it is not enough to show that physical resources 
exist to finance the increased expenditure; since this fall on 
public funds, it must also be shown that the transfer, or taxation, 
problem can be solved. 

There are, moreover, t^vo other reasons why the fiscal problem 
is not accmately measured by calculations in real terms, i.e. in 
terms of the ratio of producers to consumers. First, the figures 
shelving only a small decline in this ratio are a balance of a rise 
in the numbers of the old partially offset by a fall in the numbers 
of the young. But the latter movement, quite apart from the fact 
that its magnitude is smaller, may not even afford an equivalent 
per capita relief to the Budget, since some (though not aU) experts 
calculate that the fiscal cost of an old-age pensioner is higher 
than that of a child under 15.^ 

Secondly, public expenditure on old-age pensions is due to rise 
much more than proportionately to the numbers of the old, owng 
to the steady increase in the degree of eligibility for the pension as 
the 1946 Act gradually takes full effect. ^ "(^Tiereas the 'real’ 
economic problem of the changing age-structure is only the con- 
tinuation of a long-established trend, the fiscal problem represents, 
in part at least, a sharp move to a wholly new situation consequent 
on the post-war National Insurance scheme. As a result, pensions 
expenditure, at given rates of benefit, ^^’ill rise 2^ times as fast as 
the numbers of the old. 

Of coinse if the rise in public expenditure, including pensions, 
%vere to proceed only at the same rate as the rise in total output, 
there would be little problem; some part of the rise in incomes 
associated -with the rise in output accrues automatically to the 
Exchequer through a higher yield of existing taxes, and this 
automatic increment ^vould then be sufficient to finance the extra 
spending^ (though any reductions in taxation as a proportion of 

1 V. F. Paish and A. T. Peacock, ‘Economics of Dependence (1952-82)’, 
Economica, November 1954. 

” It is often forgotten how many old people are still ineligible for a contributory 
pension by ■virtue of not having paid any, or sufficient, contributions before ffie present 
universal scheme came into force. But their ranks are, of course, being steadily thinned 
by death; and whereas by 1979 the number of people of pensionable age uill have 
grown by 40%, the number of pensioners will have grown by over double this figure. 

3 Indeed, it would be more than sufficient, since marginal taxation is higher than 
average taxation, so that a higher proportion of an increase in income accrues to 
the Exchequer than of existing income. 
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income would be ruled out). But if, as might be inferred from 
the pensions prospect, expen^ture rises more than proportionately 
to output, then the community as a whole must pay a higher 
proportion of its incomes (whether or not this actually requires 
higher tax rates) to the Exchequer than it does to-day. 

This raises a definite problem, although one for some reason 
often dismissed on the Left as though it were of no importance. 
The reasons why, in practice, it is important, are set out in detail 
in the later economic chapters. First, the economy is already 
running flat out. Yet there are many unsatisfied claims on 
resources, of considerable urgency, such as higher home and 
foreign investment. If these are to be accommodated vidthout 
inflation, they may well require an increase in public savings, and 
so compete directly with the claims of higher social expenditure. 
Secondly, since taxation is already high, taking over 30% of 
gross national income, further large increases, while not entirely 
out of the question, might in practice prove rather difficult - 
they could, for example, involve the defeat of the government, or 
create (as in 1951) a fatal split in the governing party, or be 
rendered ineffective as a means of reducing consumption by the 
reactions of taxpayers.^ Thirdly, even to the extent that increases 
are feasible, we cannot now extract sufficient from the rich alone 
to finance a large additional social expenditure, the burden of 
which would therefore fall mainly on the working class itself 
(and be even more electorally unpopular for that). 

Although, therefore, sociahsts should always be more ivilling 
than Conservatives to accept high or increased taxation in the 
interests of social spending, nevertheless the transfer problem 
cannot simply be shrugged off; and the problem of future costs 
must be considered in the light of its implications for taxation, 
as well as for the national average standard of living. 


rv The Cost of State Pensions 

Expenditure on retirement pensions, at present rates of benefit, 
will rather more than double over the next 25 years, from about 
millions in 1954 to just under millions in 1979. This 

1 V. Chapter XIX, Section V. 
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is due partly to the growing numbers of old people, and partly 
to the steady increase in the degree of eligibility. In addition, it 
is only reasonable to expect a corresponding rise in the cost of 
other (e.g. domiciliary) services to the old. 

This rise, in total, wU be proportionately larger than any likely 
rise in output. Yet it is based only on existing rates of benefit. 
In fact it is most unlikely (and would be most improper) that 
as other real incomes rise, the real value of pensions -will not also 
rise. It is therefore clear that the proportion of total income needed 
to meet the requirements of the old wiU rise well above its present 
level. 

This prospect inspires many demands for economy; and a 
number of expedients are popularly canvassed. Conservatives 
often talk in terms of large administrative economies. But there 
is no evidence that these are possible — indeed if %vages and salaries 
in the public service are to be kept in line -vrith those in the private 
sector, administrative costs must rise; and the powerful profes- 
sional bodies concerned may be expected to see that they do. 

A rise in the retiring age is another suggestion much favoured. 
This may weU occur, in some form or another, as standards of 
health improve. But it wiU not significantiy reduce the pensions 
biU. The Phillips Committee, though it favoured the idea itself; 
showed that a rise in the retiring age of 3 years for both men and 
women "would only save (net, that is, allowing for higher expendi- 
ture on national assistance, health, and unemployment benefits) 
;(^50 millions per annum in 1979 A 

It is sometimes suggested that the subsistence principle should 
be nominally maintained (that is, the intention would be that most 
pensioners should live mainly on their pensions, \\dthout recourse 
to national assistance), but that subsistence should be defined 
more strictly in order to avoid the rates of benefit rising pari 
passu ^vith average real incomes.” This would be a most unjust 
solution, ungenerous, to say the least, to the old. The present 
subsistence level is strict enough, permitting only a few shillings 
a ^veek for other than bare necessities; most people Avould say 
that it was already too low. And it is surely both right and 
natural that it should rise as average incomes rise. Poverty is not, 

1 Cmd. 9333, para. 187. 

- Cf. Walter Hagenbucb, ‘The Rationale of the Social Services’, L/o>(£r Bank 
Rrrira.’, July 1953. 
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after all, an absolute, but a social or cultural, concept. Even in 
the most basic terms of health and nutrition, there can never be 
some constant, eternally vahd yardstick by -which to judge what 
constitutes ‘subsistence’ - standards rise here, as they rise in re- 
spect of less essential consumption. But in any event we should 
not behave like medical officers of health, concerned only to 
pro-vide sufficient food and clothing to ward off starvation and 
ill-health. We are surely concerned -with happiness and social 
justice also. This demands a relative, subjective -view of poverty, 
since the unhappiness and injustice which it creates, even when 
iU-health and malnutrition are avoided, hes in the enforced de- 
privation not of luxuries indeed, but of small comforts which 
others have and are seen to have, and which in the hght of pre- 
vailing cultural standards are really ‘conventional necessities’. 

Thus any -view of poverty other than a clinical one, requiring 
only that the poor should come up to the right point on the 
calory chart or sickness graph, requires that standards of sub- 
sistence should rise with economic progress. If the opposite -view 
were adopted, the poor would grow steadily poorer relative to 
the rest of the community; and this hardly seems consistent with 
humanitarian, let alone socialist, ideals. Successive Chancellors 
must therefore face the prospect of periodic increases in the level 
of benefits, not merely to offset any fall in the value of money, 
but to prevent a redistribution of income against the pensioner. 

The last possible, though drastic, economy would be to abandon 
the subsistence principle altogether, and pay pensions only sub- 
ject to a means test. This suggestion, which raises much wider 
issues concerning the whole rationale of the social services, is 
considered in the next chapter. Here I shah merely assume that 
a Labour Govenunent is certain (rightly) to reject it, and that 
the problem of rising Budgetary cost therefore remains. 


V The Cost of Private Superannuation 

It is sometimes said that a further burden is imposed on the 
community by the growth,, outside the State pension scheme, of 
private superannuation schemes. These have spread at a remark- 
able rate in recent years, encouraged both by generous tax reliefs, 
and the difficulty facing employers in attracting and retaining 
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Staff. Some 3 million people in the public service and over 5 mil- 
lion in private employment, or one-third of the total working 
population, are now covered by such schemes; 1 and there is 
every indication that they will spread. 

WTiat are their economic implications? First, for the supply of 
savings. At present, contributions greatly exceed out-pajnnents on 
pensions. Of course, if the number of schemes remained constant, 
a moment would naturally come, since they are for the most part 
on an actuarial basis, \vhen expenditure on pensions would 
(roughly) balance income from contributions and investments; 
and net saving from this source tvould be zero. But this moment 
will not occur, even for the existing schemes, for 30 years, and 
meanwhile new schemes, each of which wall for many years show 
a large surplus of receipts over out-payments, are constantly being 
introduced. For three or four decades to come, therefore, total 
private superannuation income will exceed expenditure by con- 
siderable, though diminishing, amounts; and net savings from 
this source trill be substantially positive. ^ 

But might not this saving occur in any case? It seems most 
unlikely. Given the strong bargaining position of employees in 
a seller’s market for labour, some fraction of the amounts now 
paid in contributions would, if no pensions schemes existed, in- 
evitably be disbursed in higher wages and salaries; and clearly 
not the whole of this tvould be saved. Even, therefore, if the 
remaining fraction were entirely saved (accruing either in taxa- 
tion or to undistributed profits), the consequence would be a 
decline in net saving as compared wth the present position. 

It is sometimes said that pension funds and insurance com- 
panies tend to favour safe as against risky investments, and that 
the growth of private superannuation udll therefore diminish the 
supply of genuine risk-capital. The first statement may well be 
true; but of course the second does not foUo^s’^ fi:om it. It would 
do so only if ^ve assumed no increase in total net savings, but 
simply a transfer of existing savings from audacious risk-bearers 
to cautious trustees.^ But there is, as we have seen, an increase in 
total savings; and since the pension funds do normally invest a 

1 Cmd. 9333, p. 59. . , „ ■ T j » 

2 For a discussion of the effect on sa\-ing, v. ‘The Economics of Pension runos , 
by F. W. Paish and A. T. Peacock, Uqyds Bari; Review, October 1954- 

3 Though in fact the transfer might easily be from other savers wih an equally 
cautious outlook. 
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proportion of their income in equities, there could hardly be any 
absolute decline, and is fairly certain to be an increase, in the 
volume of savings placed at risk. 

Nor do I beheve, what is sometimes suggested, that the growth 
of superannuation toU dangerously strengthen the control of the 
financial institutions over private industry. If the fimds were 
mainly controlled by the insurance companies, there might be 
some substance in this fear. But the greater part of them are held 
by autonomous pension funds, set up by the company concerned, 
and controlled by trustees amongst whom the Trade Unions are 
often represented. If these funds do choose to invest in equities 
on a substantial scale (which would incidentally dispose of the 
fears mentioned in the last paragraph), I foresee no obviously 
dangerous consequences. From a distributive point of view, the 
benefits of higher dividends and capital gains would be better 
spread than they are to-day; while from a control point of view, 
since pension funds are likely to be extremely passive shareholders, 
the result would be further to weaken the influence of property 
relative to that of management, which I should not regard as a 
particularly undesirable outcome. 

It is also said that private superannuation, o\ving to the fact 
that pension rights are rarely fully transferable, wll have an 
adverse effect on the mobility of labour; and of course it is 
the case that a desire to reduce turnover is often the main 
motive for introducing a superannuation scheme. Yet I feel rather 
sceptical about the alleged iU-effeets - if only because labour 
turnover between firms is much higher than is economically 
necessary (and probably socially desirable). But in any case, they 
can easily be avoided, since tax refief can be made conditional 
on the grant of full transferability of rights. 

However, the immediate issue is whether the growth of private 
superannuation imposes, as has recently been suggested, a for- 
midable new burden on the community, which in 25 years’ time, 
if it does not actually exceed the burden of State pensions, wll 
at any rate approach it in magnitude; all this supported by 
figures, splendidly irrelevant, of future gross expenditure on 
private pensions. 

Now the cost, or burden, of pensions, as we have seen, has 
two aspects. First, the growth in the relative numbers of the 
elderly creates a problem of real resources; and this is quite 
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irrespective of whether private superannuation exists or not. The 
question is, does private superannuation create an additional bur- 
den, in the sense that additional resources are pre-empted away 
from the rest of the community towards the participants in private 
pension schemes? This cannot, of course, be answered by quot- 
ing figures of the future outlay on private pensions, but only by 
considering the balance between contributions, which diminish 
personal spending power, and pensions, Avhich increase it. The 
National Insurance scheme does of course impose a burden on 
the rest of the community, since total pensions will increasingly 
outstrip total contributions; the scheme, viewed as a -whole, 
therefore makes a large net claim on resources. 

This is unlikely to be true of private superannuation during 
the 30-40 years of ‘build-up’, since contributions will exceed 
benefits by very large amounts; the spending pow^er of the con- 
tributors is thus reduced by more than the spending pow'er of 
the pensioners is increased. The consequence, on almost any 
plausible hypothesis about the pattern of spending and saving in 
the absence of such schemes, is a level of net sa\ing higher than 
would otherwise be the case. Thus so far firom constituting an 
additional burden on resources, private superannuation actually 
serves to release resources for other uses, and notably for higher 
investment. Considering the prospective strain on our resources 
during the next decade,^ this constitutes an ovenvhelming eco- 
nomic argument in its favour. 

Matters may, it is true, look different in the very long run, 
w^hen the ‘build-up’ is complete, and benefits have risen to the 
point ^vhere they roughly equal contributions. "WTiile it will still 
be the case that gross additions to and gross subtractions from 
personal spending power cancel out, the actual level of spend- 
ing might be higher, and of sa\ing lower, than ^vould othenvise 
have been the case. This -^s^ould occur on the (plausible) assump- 
tion that pensioners consumed the w'hole of their pensions, so 
that consumption ^vas higher by the gross amount of pensions, 
but that saving w'ould not be higher by the gross amount of con- 
tributions, since some part of these might have been saved in any 
case. The net claim on resoiuces by the participants in super- 
annuation ^\'ould then be liigher, and the availability of resources 
to the rest of tire conununity lo\ver, than if no superannuation 
1 v.i. Section -VI, and Chapter XVIII. 
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had existed. But even this is rather misleading, since the addi- 
tional net savings available during the long build-up period would 
meanwhile have made possible a higher level of investment, and 
hence a larger real output from which to accommodate this addi- 
tional claim. 1 Even in the very long run, therefore, it is most 
unlikely that superaimuation could be said to impose an eco- 
nomic burden on the community; rather, indeed, the reverse. 

But of course there will still be a ‘transfer’ cost, since these 
schemes attract substantial tax reliefs. At any given level of 
government expenditure and desired rate of public net saving, 
this tax relief is a cost, like any other tax allowance, in the sense 
that taxation must be higher (or expenditure lower) in other 
directions than if it did not exist. The prospective future cost of 
this relief is difficult to prophesy owing to lack of the necessary 
information. The current cost is about £100 millions; and it has 
been suggested that this will treble over 25 years. But of course 
the real net cost ■wdU be considerably smaller, not simply because 
some part of the relief •will be recovered later as the gro\ving 
stream of pensions becomes liable to tax (and because there will 
be some saving on National Assistance), but also because 
the total yield of taxation wiU be higher than othersvise as the 
additional investment, made possible by the higher net savings 
during the ‘build-up’ period, reflects itself in higher output and 
incomes. The genuine net cost to the Exchequer is therefore likely 
to be much lower than the figures sometimes quoted, and of 
course much lower than the net cost of National Insurance pen- 
sions. However, it is clear that some addition to the ‘transfer’ 
bmrden will result, although we cannot calculate its magnitude 
without more detailed information. 


VI The Cost of Health and Education 

What are the prospects for the rest of government expendi- 
ture? If this were to fall proportionately to total output, then 
the pensions burden could be much more easily carried. 

We might reasonably expect three major items to remain at 
about their present absolute level, and so to decline as a propor- 
tion of national income. Net National Debt charges vary ^vith the 

1 V. Paish and Peacock, op. dt. 
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monetary and taxation policy of the government; but they tend 
to vary only mthin comparatively narrow limits, and there seems 
no reason to expect them to be significantly higher in 25 years’ 
time than now. Subsidies will certainly not rise under Conserva- 
tive rule, nor, if the argument of the next chapter is accepted, 
should they increase significantly under Labour rule. Defence is 
an unknown factor, depending on unpredictable strategic and 
international influences. But unless the international situation 
markedly deteriorates, in which case all calculations will be up- 
set, we might assume at the very worst that defence expenditure 
will require about the present volume, and thus a diminishing 
share, of resources. 

If these three items fall as a proportion of output, the remain- 
ing social services (excluding pensions) could all rise pari passu 
with real income, and the fiscal problem would stiU be perfectly 
manageable. The question is, how rapidly will these other services 
rise? 

First, education. We have already seen that the prospective 
fall in the number of schoolchildren may not, from a Budgetary 
point of view, balance the rise in the numbers of the elderly 
(especially as the fall ^viU be mainly in the pre-school age-group).^ 
At present, costs are exceptionally high (or rather they ^vould be 
if we took education more seriously) on account of the ‘bulge’ 
in the school population consequent on the abnormally high 
birth-rate in the immediate post-war years. But no fall in (poten- 
tial) expenditure is to be expected even after the ‘bulge’ has 
passed through the schools, since we must then attend to the 
deplorably low level of our educational standards. ® All the addi- 
tional teachers (and ancillary expenditure) now required to meet 
the ‘bulge’ would then be required merely to maintain a smaller 
size of class, and to make possible perhaps one further large 
educational reform (e.g. raising the school-leaving age to 16). 
Indeed, it is fairly clear, especially allowng for the full imple- 
mentation of equal pay, that current expenditure even to achieve 
this limited objective should then be well above its present level. 

But this would represent only a bare and depressing minimum. 

1 V. Hugh Gaitskell, Population Trends and the Social Services (Eleanor Rathbonc 
Memorial Lecture, 1954). 

2 One child in seven (three-quarters of a million children in all) is still being 
educated in an all-age school. 
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It implies the maintenance of the present leaving age, and the 
postponement of any real improvement in staffing ratios, until 
the early 1960s. It would be quite insufficient to secure parity 
of esteem even within the state system, let alone behveen state 
and private schools; and it would make only an insignificant 
contribution to genuine equality of educational opportunity. A 
rapid and serious reform, embracing a reaUy substantial size-of- 
class reduction, an extra school year, an expansion of secondary 
technical education, more nursery-schools, and the provision of 
county colleges - and this would, after all, only be the fulfilment 
of the 1944 Education Act — would require a large increase over 
present expenditure. Thus owing to a combination of ‘bulge’ and 
appallingly low existing standards, current educational spending 
could, and ideally should, rise faster than productivity at least 
for several years ahead; though the rise, given the stability of 
the future school population, would have a once-for-all character, 
and a decade might see us through our difficulties. 

Secondly, health. Costs must rise to some extent here, since 
old people need proportionately more health expenditure than 
other sections of the population. But the main rise wll come simply 
from the attempt to provide an adequate service. This wiU re- 
quire, in the words of the GuiUebaud Committee, ‘very consider- 
able additional expenditure. . . . We need only mention the 
deficiencies which would have to be made good in the provision 
of mental hospitals, mental deficiency institutions, services for 
the chronic sick, hospital out-patient departments, domiciliary 
health services, the dental services, etc. To make the Service fully 
“adequate” in these terms, a greatly increased share of the 
nation’s resources would have to be diverted to it from other uses. 
Nor is it clear that such a service, even if it were to become 
“adequate”, would remain so without continually increasing 
expenditure. The growth of medical knowledge adds continually 
to the number and expense of treatments and, by prolonging life, 
also increases the incidence of slow-killing diseases. . . . The 
advance of medical knowledge continually places new demands 
on the Service, and the standards expected by the public also 
continue to rise.’^ If we aim at an adequate Service, therefore, 
it seems likely that health expenditure wll also rise a good deal 
faster than total output. 

1 Cmd. 9663, paras. 94-7. 
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Thus a combination of population trends A\ith a strong and 
wholly justifiable pressure for higher standards might easily en- 
force a rather rapid rise in current health and education expendi- 
ture. In the case of other services, the population influence is 
absent, but the pressure for higher standards is strongly present. 
Thus family allowances at present rates ^vould remain fairly con- 
stant, as the number of eligible children will not greatly alter; 
but the cost of extending them to the first child would be an 
additional ;^ioo millions. Non-pension insurance benefits may be 
expected to rise as average real incomes rise. The political pres- 
sure for a more fiberal distribution of post-war credits is extremely 
heavy. And even the pressure to increase subsidies, and indeed 
incmr all sorts of other new or larger items of expenditiure, is, for 
a Labour Government especially, inevitably strong. Looking 
ahead 25 years, aU these improvements eould be quite easily 
accommodated. But over a decade or so they might ereate a 
formidable fiscal problem even though other government expendi- 
ture were held constant. 

Capital costs must also be considered, since they too may 
create a taxation problem. Given full employment, a rise in social 
investment, unless miraculously balanced by a simultaneous rise 
in private saving, may require an equivalent rise in public saving 
through the Budget surplus; and this, in turn, would require higher 
taxation or lower current expenditure. 

The problem here arises from the appallingly low standards of 
our existing social capital, and the consequent heavy accumulated 
demand for new expenditure. There was already a large backlog 
of demand due to the neglect of the inter-\var years, and the 
virtual cessation of new building during the war. Even since the 
war, the social services have usually been accorded a very low 
priority in investment programmes; and they were commonly the 
first to suffer from any crisis cuts in investment. The result is 
serious overcrowding in schools, bad conditions in hospitals, a 
large residue of slums, and an acute shortage of special facilities 
such as mental homes and schools for backward children; while 
some ne^v forms of capital expenditure, projected many years ago 
amid general applause, still hardly exist except on paper (e.g. 
health centres and county colleges). And such expenditure ^rill 
loom inereasingly large as we extend the purpose of the social 
services from the mere relief of poverty, to the creation of standards 
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of public health, education, and social capital generally which are 
comparable in quahty with those available to the rich. 

Once again it is mainly a problem of the next few years, and 
of a heavy concentration of demand in time. This is due to the 
bulge in the school population, the arrears of building in the 
Health Service,^ the once-for-all repairs and slum-clearance prob- 
lem in housing, all superimposed on a rising trend of industrial 
investment. After a few years of intensive investment, things %vould 
be much easier. By the early 1960s the new (as opposed to re- 
placement) school-building programme %vill be largely complete; 
and most of the arrears in housing, and some of those in health, 
will have been made good. But any government wishing to effect 
a significant improvement in our social capital before the mid- 
1960s will find resources very scarce. 

It will be seen, therefore, that the discussion of the burden of 
the ageing population has given rather a false perspective. If we 
look simply at the change in age-structure, and consider it in 
terms of available resources over a 25-year period, there is scarcely 
a problem worth bothering about. The real problem is quite 
different. First, it is mainly, though not of course solely, a fiscal 
and not a resources problem. Secondly, it is mainly a problem of 
the next decade, owing partly to demographic changes, and partly 
to the serious backlog of expenditure. Thirdly, the problem is 
acute because the economy is already fully-stretched, and sub- 
ject to many other claims for higher spending, and because taxa- 
tion, already high by historical standards, cannot be indefinitely 
increased beyond its present level. 


vn The Insurance Principle 

Can the taxation problem perhaps be side-stepped by an exten- 
sion of the insurance principle? 

A lot of ink is wasted in debating this so-called principle. The 
truth is that there is very little insurance principle, in the normal 
sense of the term, in the National Insurance scheme." There is 

1 Quite apart from the fact that 45% of our hospitals were originally built before 
1891, there has been virtually no new building since 1938* Guilicbaud 
mittee recommended that capital expenditure on hospitals should be considerably 
more than doubled. 

2 For a full discussion of this point, v. Alan T. Peacock, The Economa of National 
Insurance (William Hodge, 1952). 
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no adjustment of premium to risk, or premium to benefit. The 
scheme is not actuarially seF-supporting, but attracts a (growing) 
Exchequer subsidy. The reserve funds are used not to buttress 
the finances of the scheme, but to help meet the day-to-day 
requirements of government debt-management. And Govern- 
ment policy can directly affect both the yield from contributions 
and the commitments on expenditure. 

National Insurance thus represents not a conventional insur- 
ance scheme at all, but merely one, and in some ways a con- 
venient, method of financing a part of social expenditure.^ The 
workers’ contribution amounts to a flat-rate poll-tax on all em- 
ployees, that of the employers an indirect tax on the employment 
of labour. 

Most of the arguments for the ‘insurance principle’ are there- 
fore based on a misconception. It is said, for example (e.g. in the 
Beveridge Report), that the British public prefers social insurance 
inasmuch as the payment of contributions converts the benefits 
from an act of charity into a definite ‘right’. ^ But it does nothing 
of the sort, since the contributions are not sufficient to finance the 
benefits, which are subsidised out of general taxation. Not that 
this makes them an act of charity - all benefits have to be paid 
for by the public somehow, whether through contributions or 
taxation. Nor is there any evidence that those benefits which 
might loosely be thought of as financed out of contributions, i.e. 
social insurance benefits, are any differently or more favourably 
regarded than those financed out of taxation, such as family 
allowances or the Health Service. (In fact, most people have no 
idea which benefits are financed by which method.) 

Nor are most of the arguments against the insurance principle 
any more convincing. Contributions are often attacked as a re- 
gressive tax. Indeed they are — but not more so than many other 
indirect taxes which fall mainly on the workers and yet are 
essential to financing the social services. Again, National Insur- 
ance is said to involve imnecessary administrative costs, which 
could be avoided if the principle of insurance were abandoned, 

^ Insurance contributions pay for about one-quarter of all current expenditure on 
social services. 

~ It is always made to sound as if there was something peculiarly British, and 
therefore fine, about the insurance principle in social security. In fact, of course, it 
was invented by the Germans, and only copied years later by the Liberal Government 
in its iqi i Act. 
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and the scheme assimilated into a single unified structure em- 
bracing income tax and all cash benefits; the Radchffe Commis- 
sion, however, gave little support to this view.^ Or it is said that 
contributions impose an intolerable burden on wage incomes ; but 
in fact weekly earnings have increased by proportionately more 
than contributions since the present scheme was introduced in 
1946. 

The only sensible approach is not to bother over-much with 
mystical discussions of the ‘insurance principle’, but to regard 
the contributions simply as a particular form of regressive taxa- 
tion which now pays for a certain fraction of the social services. 
The question of whether they should be raised, reduced, abolished, 
graded according to income, or replaced by a social security tax, 
can then be calmly decided in the light of (a) the total revenue 
required to finance all the social services, and (6) the degree of 
progressiveness of the tax system as a whole, including contribu- 
tions. 

If it appears (as it certainly will) that the social services must 
in any case be financed to a large extent out of working-class 
taxation, and if the tax structure as a whole is as progressive as it 
can be in the light of incentive considerations, then insurance 
contributions have certain definite advantages over other forms 
of working-class taxation. They are less noticed, and therefore 
less unpopular, than many other imposts. They have no ill effect 
on incentives, since they do not vary with tlie amount earned. 
They bring in a wider section of the population than any single 
indirect tax. And they may possess, whatever the actuarial reality, 
a psychological advantage in convincing people that social bene- 
fits must somehow be paid for by the recipients, and do not come 
from an inexhaustible reserve fund in Whitehall. But the matter 
is not one of principle; and the final decision must be taken in 
the light of the tax structure as a whole. In any event, there is 
nothing here which disposes of the problem of prospective cost, 
which remains a major challenge to socialists in attempting to 
fulfil the social welfare aspiration. 

1 Moya! Commission on the Taxation of Profits and Income: Second Report, Cmd. 9105, 
Paras. 27-52. 
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THE PURPOSES OF SOCIAL EXPENDITURE 

I The Conservative Approach: the Insistence on a Test 

of Means 

\ — B— iHE challenge of the high cost of social welfare cannot be 
B met without a clear view of the fundamental purpose of 
the social services, and hence of the order of priorities. 

The Conservatives have been the first to respond with a clear- 
cut statement of purpose. This is set out in a book by two promin- 
ent Conservative politicians, one of whom later became Minister 
Health. ‘Given that redistribution is a characteristic of the social 
services, the general presumption must be that they will be 
rendered only on evidence of need, i.e. of financial inabifity to 
provide each particular service out of one’s own or one’s family’s 
resources. Otherwise the process is a -wasteful and purposeless 
collection and issue of resources, which leaves people in the 
enjoyment of the same facilities as before.’^ Or again, as Mr. 
Po^vell put it on a later occasion : ‘Upon this -view the ascertain- 
ment of need is the essential preliminary to meeting need, though 
that ascertainment may take other forms than those which have 
given the term “means test” its emotional and political content 
to-day. A means test and a pure social service go together.’ ^ 

Now one can accept that redistribution of some kind is a 
characteristic of the social services, since it is rather unlikely 
that ever}'- citizen -wall pay in tax the exact amount ^vhich he 
receives in benefits — though even if he did, the operation would 
^ Iain Macleod and J. Enoch Powell, T7ie Social Services: J\'eeds and Means (1952)) 
P- 5- 

- The Listener, 17 April 1952. 
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not necessarily be ‘purposeless’, for his pattern of consumption 
might be different as a result; his children, for example, might 
receive more education than if neither taxes nor benefits existed. 

But the redistribution might perfectly well be horizontal - 
from bachelors to families, the healthy to. the sick, the young to 
the old, the employed to the unemployed, at every income level. 
All these transfers would normally be described as social services; 
all would redistribute income; none would be a ‘wasteful and 
purposeless collection and issue of resources, which leaves people 
in the enjoyment of the same facilities as before’; yet none woifid 
require a means test or evidence of need. 

It is only if redistribution is narrowly defined as being from those 
above to those below a subsistence line, and if a social service is 
then defined as entailing such redistribution, that the conclusions 
about evidence of need and financial inabihty follow; and that a 
means test becomes, not just a disagreeable necessity, but the 
central feature of social service policy. But of course there is no 
reason at all why a social service should be defined in this way; 
and most people would not in fact so define it. The definition is 
wholly arbitrary, and indeed is no more than a recommendatory 
statement describing what these authors think that a social service 
should be like. And this recommendation is in effect for a return 
to the ‘poverty’ approach which underlay the Poor Law in tlie 
last century, and, more recently, the concept of the national 
minimum. 

Ignoring, then, the statements which purport to be definitions, 
but are not, what is to be said of this view? First, a means test as 
applied to the basic cash benefits is disliked for very real, and not 
merely ‘emotional and political’, reasons. It is undignified, 
humiliating, and highly inimical to working-class saving. It is 
resented as implying charity, and an open confession of lost 
independence and inability to support oneself; and indeed this 
resentment is itself a reassuring sign of civic sturdiness.^ Because 
it is so unpopular, it fails to achieve its object, since many people 
even now refuse to apply to the Assistance Board, preferring to 
suffer in silence.^ 

1 This resentment is particularly strong amongst war pensioners, who feel that the 
nation owes them, regardless of their means, a return for sertaces rendered on the 
battlefield. 

2 cf, P.E,P., Planning, No. 34.9, i December 1952, 'Social Security and Unemploy- 
ment in Lancashire’. 
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Secondly, this approach offends against the principle of social 
equality, since it publicly isolates the lowest and poorest section 
of the community and relegates them (or so they feel, -svhether 
logically or not) to the status of dependants on the public purse. 
Thirdly, it assumes that the social services are exclusively con- 
cerned with redistributing income to those in financial distress; 
whereas in fact, as is made clear later, there are many urgent 
objects of social expenditure which have little to do with direct 
financial need. 

Lastly, it is offensive because it implies that social expenditure 
must ahvays, on grounds of principle and not simply of cost, be 
reduced to the barest minimum. The socialist view, on the con- 
trary, as was argued in Chapter V, is that the relief of social 
distress should be given an exceptionally high priority; and this 
calls for a much more generous, less nigghng and cheese-paring, 
attitude than is implied by an insistence on a test of means for 
every single social service. 


n The Sociologists’ Approach: Free Universality and 
Social Equality 

Should we then go to the opposite extreme, and say that all 
benefits, whether in kind or cash, should invariably be both free 
and universal, wdth no obligation ever to prove need? The 
principle of complete Tree universality’ is urged on the assumptions 
first that the rationale of the social services is to promote social 
equality, and secondly that Tree universality is a necessary con- 
dition of social equality. Let us discuss the second assumption 
first. 

Universal benefits, it is said, s}'mbolise the fact of social equality 
by conferring on everyone a badge, as it w^ere, of citizenship. 
They eliminate any public distinction bet^veen social classes, 
betiveen rich and poor, the eligible and the non-eligiblc, ‘The 
strongest argument for showering benefits upon rich and poor 
alike,’ ^vrites Mrs. Barbara Wootton, ‘is that nobody need then 
kno^v ■who is poor and who is not.’^ And Professor Marshall 
%vrites of the ‘equality of status’ that comes ^rith imiversal senaccs. 
‘Even when benefits are paid in cash, this class fusion is out^vardly 

1 Political QuarUrly, Vol. XXIV, 1953, p. 66. 
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expressed iu the form of a new common experience. All learn what 
it means to have an insurance card that must be regularly stamped, 
or to collect children’s allowances or pensions from the post 
office. But where the benefit takes the form of a ser\dce, the 
qualitative element enters into the benefit itself, and not only 
the process by which it is obtained. The extension of such services 
can therefore have a profound effect on the qualitative aspects of 
social differentiation.’^ The labels ‘ex-elementary schoolboy’ and 
‘panel patient’ disappear, class differences are blurred, and society 
become more homogeneous. 

It seems rather doubtful whether the fact that everyone now 
has an insurance card, and repairs to the local post office, really 
does much to foster social equafity. These cash benefits are too 
small in relation to the total incomes of better-off people to make 
much difference to how they live or feel - indeed the rich scarcely 
bother to draw them. ‘Showering benefits upon rich and poor’ 
will not prevent everyone knowing who is poor and ^vho is rich ; 
the only way of doing that would be to abolish the poor and the 
rich. And that requires much more than universal subsistence 
benefits. 

When we turn to services in kind, however, we find a more 
direct link with social equality, especially in the spheres of health 
and education. If the state provides schools and hospitals, teachers 
and doctors, on a generous scale and of a really high quality, 
comparable with the best available for private purchase, then the 
result will be, not indeed a greater equality of real incomes, but 
certainly a greater equaUty in manners and the texture of social 
life. In Sweden, for example, scarcely anyone, whatever his 
income, uses private schools or hospital facihties — partly, it is 
true, for historical reasons and because wealth is more evenly 
distributed than in Britain, but also because the state schools and 
hospitals achieve such an impressively high qualitative standard. 
And the fact that people of every class go to the same school and 
use the same hospital facihties (and also, to a far greater extent 
than in Britain, live on the same new housing estates) is an 
immensely important influence in creating a sense of social 
equafity and lack of privilege. 

But in order to achieve this aim, these services need not 
necessarily be provided free to all, or mthout a test of means; 

1 T. H. Marshall, Citizenship and Social Class (Cambridge, 1950), pp. 56-7. 
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nor need they even be universally used. It is much more a matter 
of relative standards. Social differentiation is inewtable if stan- 
dards in the state system are conspicuously and notoriously 
inferior to those in the private system. But as the gap is narrowed 
and facilities become genuinely comparable in quality, the mark 
of inferiority attaching to the public sendees -vsill disappear, 
whether or not these are provided entirely free, and whether or 
not they are universally used; though naturally they %vill be more 
and more used as their relative standards improve. 

Thus in education, despite the continued existence of parallel 
state and private schools, the inferior status attaching to the former 
is less marked than a generation ago, and the phrase ‘ex-element- 
ary schoolboy’ has almost disappeared from the public vocabu- 
lary -not because state education has become more free or 
universal, but because its qualitative standards have risen rather 
hearer to those prevailing in the private sector. On the other hand 
a \\dde status gap still exists between the two, and would whatever 
the system of payment in the state schools, simply because the gap 
in standards remains ver)^ ^vide, and the private schoolboy in fact 
enjoys an incomparably superior education. 

Again, in housing, the term ‘councH-house’ is beginning to 
lose its pre-^var social connotation, not because a higher pro- 
portion of the popxilation lives in council-houses, still less because 
larger housing subsidies "were for some time granted -without an 
income-test, but simply because the standard of new municipal 
housing has risen relative to that of ne%v private housing; indeed 
for some years after the -svar there was httle difference bet^veen the 
two. And if, in the future, large blocks of sub-standard private 
house-propert)’- were to be municipalised, as the Labour Part}’’ 
proposes, ^ve should find a pattern of social inequality in housing 
%vhich bore no obvious relation to the size or distribution of 
housing subsidies, but depended solely on physical differences in 
housing standards. 

The same process has been at work in health. People ^vho use 
the National Health Service are not now opprobriously design- 
ated ‘panel-patients’; large numbers of middle-class people use 
the sendee, and no superior status attaches to those who stay 
outside. Yet tlie service is neither free nor universally used. Private 
practice still continues; and a number of charges are made, 
subject to relief after a test of means, 
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It appears, then, that while social equality of course requires 
universal availability of the public service (though not necessarily 
completely universal use), it does not always require universal/ree 
availability. And there is all the difference, from the point of view 
of avoiding social differentiation, between a test of means which 
determines the right to use a service, and one which determines 
only the question of payment. Thus if beds in state hospitals 
were to be provided only for national assistance beneficiaries, or if 
old-age pensions were to be paid only subject to a means test, the 
sick or the elderly ^vould be denied the right of unconditional 
access to the service; they would first have to apply to the State, 
and produce evidence of destitution. This would lay a clear mark 
of social inferiority on those who applied, who would openly con- 
fess themselves as incapable of self-support. The test of means is 
here both a denial of access unless certain conditions are satisfied, 
and a means of isolating the poorest section of the community. 

But granted the right of access, an income-test to determine the 
question of completely free access - one, that is, which requires 
the state to apply to the citizen for a recovery of charges, and not 
the citizen to apply to the state for the right to use the service - 
need neither offend against social equality, nor cause humiliation, 
provided that two conditions are fulfilled. First, the benefit or 
service must not be so essential, and so large in relation to the 
recipient’s means, that he may reasonably consider he has a 
social right to it, so that both his real income and self-esteem ivould 
be severely affected by a test of means. This rules out an income- 
test both for the basic cash benefits, which often constitute almost 
the whole of the recipient’s income, and for the central, essential 
health and education services. Secondly, the income-line should be 
set as high as possible. If only paupers are excluded from the need 
to pay, there is more danger of inferior feelings arising than if only 
surtax-payers are compelled to pay. The income-test applied to 
University awards, for example, which exacts no payment below 
a certain level, then a graduated payment, wth full payment only 
above ,(^2,000, caimot be said to cause social inequahties — 
especially as tutors and fellow-students have no means of detecting 
who is grant-aided and who is noL^ 

^ A graded payment of this sort was of course the polic>’ of the Webbs, (r. Joan S. 
Clarke, ‘The Break-up of the Poor Law’, in The Webbs and Their Work, cd. Margaret 
Cole, Muller, 1949.) 
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THE PURPOSES OF SOCIAL EXPENDITURE 

receipts .’ 1 In 1949 the working class, defined as those with incomes 
of less than £500 p.a., paid in taxes ,(^139 millions more than they 
received in benefits. A later study for 1950-1- showed that total 
working-class taxes exceeded total social service receipts by an 
even larger sum.® 

A major reason for this (at first sight) surprising result was 
the growth of free (untaxed) benefits in kind relative to (taxed) 
benefits in cash. Whereas in 1938-9 53% of social service expendi- 
ture took the form of transfer payments and 47% of services in 
kind or subsidies, the figures for 195 1-2 were 34% and 66% 
respectively, the food subsidies being mainly responsible (up to 
1952) for the change in proportions. 

Gash benefits aid the poor man more than the rich man 
because they make a larger proportionate addition to his gross 
income. Universal benefits in kind or subsidies will have the same 
effect if the poor man spends proportionately more of his income 
on the free or subsidised commodity than the rich man. Never- 
theless they are less efficient than cash payments from a redistribu- 
tive point of view. First, not being subject to tax, they accrue in 
equal absolute amounts to poor and rich alike; whereas the net 
amount of cash benefits, which are subject to tax, is smaller tlie 
higher the income. Secondly, w'hile cash benefits are normally 
concentrated on obviously needy groups (the old, tlie sick, large 
families), subsidies are often more indiscriminate - indeed they 
must be, if they are to fulfil the ideal of ‘universality’. 

I am not of course suggesting that this is a sufficient argument 
against subsidies or universal benefits in kind, since there arc often 
other and decisive arguments in their favom:.^ It is simply tliat 
their wasteful distributive effects, as compared either wdth cash or 
more selective benefits, again make it difficult to establish the 
link between ‘free universality’ and equality. 


1 Findlay Weaver, ‘Taxation and Redistribution in the United Kingdom’, Review 
of Economics and Statistia, August 1 950. 

- Peacock, Income Redistribution and Social Poli^, p. i6o. 

^ This does not of course mean, for the reasons explained in Chapter II, that the 
fiscal system has no equalising effect on income-distribution. 

4 Though if they cannot be justified by reference to other arguments, then the fact 
that they are ‘wasteful’ from a redistributive point of view is clearly a strong argu- 
ment against them (r. Section Vlll). 
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IV The Main Purposes of Social Expenditure 

I conclude that simply to set the principle of free universality 
against the Tory insistence on a stricter poverty approach is not 
the right answer: not, obviously enough, because the declared 
purpose of fostering social equality is wrong, but because this is 
not the right way to achieve it. The right way, in the field of 
] social expenditure, is a generous, imaginative, long-term pro- 
I gramme of social investment which will make our state schools 
I and hospitals, and all the services tliat go ^\ith them, the equal 
in quahty of the best which private wealth can buy. 

But in any event, social equahty cannot be held to be thcr 
ultimate purpose of the social services. This must surely be thef 
relief of social distress and hardship, and the correction of social I 
need; though naturally measures directed to this end -will often' 
also enhance social equality, which in any case remains an 
important subsidiary objective. 

Now this central purpose will not be attained by adopting 
the Conservative view, since this presumes that unavoidable 
social distress (that is, distress not due to the irresponsibility 
of the individual concerned) is a function, if not of primary 
poverty, at least of financial hardship; hence the insistence on 
a test of means. But social distress and need to-day are a 
product not solely of primary poverty or an absolute lack of 
means, but also, and indeed increasingly, of other more varied 
and subtle causes, -which operate far above a subsistence level of 
income. 

This does not mean that primary poverty can be neglected, 
or that rising material standards do nothing to reduce the area 
of need. "VATiile any primary poverty remains, it must have the 
first priority; and of course the growth in family incomes makes a 
profoundly important contribution to social welfare. Nevertheless, 
even the final disappearance of primary poverty, and a continued 
rise in average incomes, ^v'ill still leave behind a large residue of 
need and hardship. 

First, hardsliip may still be caused by %vhat is loosely termed 
secondary povert)^: tliat is, ill-health, malnutrition, or deprivation 
of essential needs, due not to an absolute deficiency of income but 
to umrise spending. Even Conservatives recognise the possibility 
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of unwse spending, and accept it as a justification for basic healtli 
and education services.^ 

But it is sometimes thought that once these have been provided, 
little more need be done, especially as secondary poverty vill 
gradually disappear mth the rise in real ^vages. Tliis is too opti- 
mistic. Whatever the level of real wages, children may be deprived 
of essential health provision by the genuine ignorance of their 
parents; it is rather an old-fashioned \dew to think always in terms 
of the neglectful or inebriate father, pouring his child’s free orange 
juice into his gin. Wartime investigations of why only 38% of 
mothers regularly took up free cod-hver oil for their children 
showed that overwhelmingly the biggest reason was not a vicarious 
dislike of its taste, but sheer ignorance that it ivas beneficial; 
similar investigations of the diphtheria immunisation scheme 
revealed that less than one-third of the parents interviewed had 
any knowledge either of the disease or its causes. - 

But quite apart from ignorance, secondary poverty due to 
unwise spending appears still to be disturbingly prevalent. It 
arises most commonly from a maldistribution of income witliin 
the family. There are many families whose total income would be 
quite sufficient, were it to be pooled, but where the housekeeping 
allowance granted by the husband to the ^vife is insufficient, to 
support a reasonable subsistence standard. This may occur in 
fainilies of any size owing simply to the selfishness or thoughtless- 
ness of the husband. But it occurs with particular frequency in 
large families, where the additional allowance made by the 
husband for each additional child is often not enough to defray 
the extra cost. 

Family allowances on the existing scale are not an adequate 
answer. They were introduced to prevent the average standard of 
life of a family from falling as its numbers grew \\ith no equivalent 
rise in wages; and if family income were normally pooled, they 
might at least go a long way in this direction. In practice, however, 
‘the idea of an average family standard of life ^vas misleading. 
The financial burden of having an extra child ^^'as not . . . shared 
equally by all members of the family, but fell with especial severity 
upon the mother and upon previous children. Some husbands behaved 

^ Thus conceding, despite their strictures to tlic contrar\% that llic man in \Miitc- 
hall docs sometimes know best. 

^ V, Sheila Ferguson and Hildc Fitzgerald, StudUs in the Social Scnixes, Ch. V. 
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like employers. They did not increase their wives’ “wages” as the 
size of the family increased.’^ It is this changing distribution of 
relative income between husband and wife as the size of the family 
grows which explains the common phenomenon that the larger 
the family, the lower the expenditure on necessities relative to 
that on drink and tobacco. 

Such secondary poverty, where dependent children are 
involved, at the mercy of other people’s decisions, is clearly a 
communal responsibility (though mis-spending by adults is not - 
it is not the duty of the state to deal %vith every quiet inebriate). 
It justifies a high priority for a \vide range notably of family social 
services: amongst services in kind, maternity and child welfare, 
and amongst cash benefits those, such as family allo^vances, 
which offset the financial hardship of bearing additional children. 

A second cause of hardship, again unrelated to primary poverty, 
is the decline in the size and cohesion of the family group. In 191 1, 
of women aged around 50 who had been married for 25 or 30 
years, over 70% had four or more children, over 40% seven or 
more, and only 5% none. Of the corresponding group in 1951, 
only 25% had four or more children, 5% seven or more, and 
nearly 11% had none.^ 

The effect of this demographic change is exaggerated by 
simultaneous social changes. Spatially, families are much more 
scattered than they were two generations ago, as a result partly 
of increased occupational mobility, but mainly of housing de- 
velopments - the gro^vth of suburbs and new housing estates well 
a^vay from the older property areas in the centres of large cities, 
and no\v of course ncAv tovms at an even greater distance. Fifty 
years ago, different generations of a family often passed all their 
lives in a small neighbourhood, wthin easy walking distance of 
each other; to-day, they are characteristically scattered over an 
area ^vhich makes mutual \dsits an annual, or at any rate not a 
daily or weekly, event. 

But this disintegration of the family would probably have 
occurred in any case, oivdng to a change in social attitudes to\vards 
^vhat constitutes a ‘proper’ family unit. The family used to be seen 
as the entire group of different generations; and the size of the 

1 Michael Young, ‘Distribution of Income Within the Family’, British Joitmal of 
Sociology, December 1932. 

- Ferguson and Fitzgerald, op. dt., Ch. I. 
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Victorian household was not due solely to the larger number of 
children, but also to the larger number of grades of relatives 
which made it up. To-day, the family is seen simply as the parents 
and their dependent children. These, and these alone, constitute 
the proper household unit; and the presence of other relatives is 
resented, and even thought to be psychologically harmful. 
Hence the prejudice against sharing a home wth in-laws: the 
belief that grown-up children should leave home and fend for 
themselves : and even the vague conviction that for adult relatives 
to live together is somehow wrong. 

‘As we have narrowed the home,’ Margaret Mead has ^vritten, 
‘and excluded from it the grandmother, the unmarried daughter, 
the unmarried sister, and - as part of the same process of repudiat- 
ing any sharing of a home wdth another adult -the domestic 
servant . . . each home has been reduced to the bare essentials - 
to barer essentials than more primitive people would consider 
possible . . . The mother is a nutritionist, a child psychologist, 
an engineer, a production manager, an expert buyer, all in one.’^ 
And the converse is the greater loneliness of the other relatives 
who once shared the home, and now hve separately. 

Whether these changes are on balance good or bad, I do not 
know. But they certainly have implications for social service 
policy, for they greatly reduce the possibility of inter-family help. 
‘Middle-aged people had fewer young relations to help them in 
the crises of life. Young adults who were forming their own 
families . . . tended to have a good many aunts and uncles but 
fewer of the really near relations - brothers and sisters - who 
were more likely to help in emergencies. Moreover, as the families 
with dependent children were small, fewer famihes had older, 
reasonably responsible, children who could help with babies and 
the two to five year olds.’^ But the most obvious manifestation 
of the change are the lonely elderly, -with, as compared with 50 
years ago, possibly no unmarried daughters to look after them, 
fewer married children, or even nieces and nephew's, to pay them 
visits, and fewer grandchildren to keep tliem happy and occupy 
their nunds. 

Thus we see a steady contraction in the possibilities of mutual 
family aid at times of crisis or difficulty: during confinement, 

1 Male and Female (Gollancz, 1950), PP- 334'5- 
- Ferguson and Fitzgerald, op. cit., p. 2. 
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the illness of a young mother, chronic sickness, and above all old 
age. And this has nothing to do with primary poverty, nor is it 
confined to the working class. Before the ^var, it is true, ^vith 
domestic servants cheap and plentiful, and hotels or nursing- 
homes available at moderate prices, better-off people could man- 
age -with reasonable ease. But even they cannot always now, imder 
conditions of high taxation, the decline in the purchasing po^ver 
of fixed incomes, and the prohibitive price of domestic labour. 
Only the very rich can now cope entirely unaided wth family 
problems, sickness, lonehness, and old age. 

A substantial social provision, extending far beyond the con- 
ventional poverty line, is therefore required, not indeed to release 
the family from all its obligations, but to shoulder communally 
those obhgations which even the most devoted family to-day, in 
view of its size and physical dispersion, cannot fulfil unaided. 
This calls for more nurses, nurseries, orphanages, small houses 
and service fiats for the elderly, institutional facilities generally, 
and (perhaps most important of aU) more domiciliary and home- 
help services. 

The third cause of social hardship is the maldistribution of 
income relative to needs, both through time and between persons. 
This arises either because income is not fuUy adjusted to an 
accession of needs, as in the case of people bearing families: or 
because income actually falls just at the moment tvhen needs are 
greatest, as during sickness: or because even ^vhen needs are 
perhaps declining, income declines more sharply stiU, as on 
retirement. The result is t^vofold. At every income level, families 
and old people are badly off relative to single people and those in 
work. And amongst the ^vorldng class, as the Rowntree-Lavei? 
study sho^ved, even though only a veiy”^ small fraction are living in 
poverty at any given moment, a much larger proportion pass 
through periods of poverty at some time during their lives. ^ 

This general lack of correlation between needs and income is 
visible today in most advanced coimtries-in Sweden and America 
as -well as in Britain. Everywhere the young single ^vorker, and to 
a lesser extent the young childless couple and the parents still at 
^vork but ^vhose children have grown up, are conspicuoi^ly 
privileged groups, with money to spare and fe^v responsibilities; 
\vhile parents wth children, and old people livdng on their 

1 Poreriy and the Welfare State, p. 8o. 
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pension, with greater responsibilities or fe^ver resources, are just as 
conspicuously under-privileged. And this is not only unjust as 
between persons; but the fluctuations in hwng standards within 
the individual’s lifetime - what Professor Titmuss has called 
‘disharmonies over the life-span’ - also lead to conflict and stress. 
‘Concepts and standards of living cultivated by relatively high 
earnings before marriage may be shattered by the lower standards 
resulting from marriage and parenthood. The prosperities of late 
middle life may make the hardships of Hving on old age pensions 
seem harder than they really are.’^ 

Thus hardship must be seen not as an absolute concept, but as 
relative both to expectations and previously realised real income. 
This is particularly true to-day when, as a result of certain con- 
temporary social habits which are reflected in heavy fixed- 
expenditure commitments, any given fall in income produces a 
much greater proportionate faU in freely-disposable income. Most 
people now undertake substantial commitments fixed in ad- 
vance - mortgage payments, insurance premiums, hire-purchase 
commitments, education outlays, and the like.*^ If their income 
falls, they could no doubt afibrd a perfectly adequate standard of 
life if they cut these commitments - sold the house, allo^ved the 
insurance policy to lapse, defaulted on their hire-purchase pay- 
ments. But if they do none of these, their uncommitted income 
may be drastically reduced, and genuine hardship follow, even 
though their total income remains ’iveU above a subsistence level. 
Thus changes in income are magnified in their effects on current 
expenditure; and it becomes more than ever important to con- 
sider not absolute income only, as the poverty approach requires, 
but also fluctuations. 

Of course taxation and social services already redistribute'; 
income in the right direction.® But by socialist standards much 
more should be done, on grounds of justice as well as welfare, to 
raise the real incomes of the old, the sick, and those \vitli young 
famihes relative to the rest of the population. And, as we shall sec, 

1 ‘Social Administration in a Changing Society’, British Journal of Sociology, 
September 1951, p. 196. 

” The Oxford Savings Surveys show that 75% of families have contractual savings 
of some sort (life assurance, superannuation, repajanent of mortgages), and 25% 
have some hire-purchase debt. {Bull, Inst. Slat., May 1955-) Tliis last figme is probably 
growing rapidly. 

3 More than Professor Titmuss allotvs in the article just quoted. 

153 



THE PROMOTION OF WELFARE 

the existing maldistribution is worse at the lower than the upper 
end of the income scale; and corrective measures will increase 
social equality betrveen classes^ as well as social justice within 
classes. 


V The Neglected Special Cases and the Need for 
a New Orientation 

Lastly, there are the ‘spedal cases’, which fall into no large 
categories extending across the whole population, but ^vhere 
distress is due to specific, imavoidable, indiddual misfortune. 
The parents of back\vard children, the relatives of mental defi- 
cients, serious psj'chiatric cases, neglected children and children 
of broken homes, the blind, the tubercular, the chronic sick 
generally — it is amongst such groups that perhaps the greatest 
suffering of aU remains. 

Yet they always tend to be neglected, to be put at the bottom 
of the queue, and suffer the first cuts in expenditure. They are 
neither vociferous, nor numerous enough to count electorally- 
Even since the war, in the excitement of building the IVeFare 
State, too much attention was paid to universal benefits, and too 
little to the relatively few, but often desperate, special cases. 
Thus schools for back^s"ard children, for example, w'ere given a 
very lo^v priority', and mental hospitals an even io^\■er one -it 
only requires a fe'w brief minutes inside a typical mental hospital 
to be appalled at existing conditions, and at how much needs to 
be done. 

These are also cases especially hard hit by* the smaller sixe and 
increased dispersion of the family, and by the lack of relatives to 
help or nurse them. And of course their need is such that the 
concept of a subsistence means test is totally^ inappropriate. 
These misfortunes are in no w-ay related to primary' or even 
secondary poverty'; and people with normally' perfectly' adequate 
incomes may find the facilities they need far beyond their means 
(if indeed they' can find them at aU). There is no objection to 
recovery of payment in full or in part ^vhere this can clearly be 
afforded; but it is out of the question to make the provision of the 
necessary' facilities conditional on a prior means test, least of all 
one at a very' low income level. 
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How little all this has to do wth poverty can be seen from the 
case of broken or problem families. These wnW not be auto- 
matically cured by paying subsistence cash benefits, or raising the 
level of real wages, or even by housing everyone in brand-new 
well-plaimed municipal estates. No doubt a proportion of the 
trouble can be traced to bad material conditions, but much of it 
will persist however completely poverty is eliminated; and there 
may be nearly as many problem families on the ne^v housing- 
estates as in the old slums. 

It is said by the experts^ that the first requirement for more 
adequate treatment of many of these cases is a major administra- 
tive reform, designed to co-ordinate existing overlapping, and 
consequently wasteful and inefficient, services; this appears to 
apply especially to the case of the problem family. - 

But this may come only as part of a wider re-orientation of 
outlook. In the past, social problems have been seen essentially as 
‘category’ problems, and mainly also as problems of material 
deprivation. This was the philosophy underlying the Beveridge 
Revolution: that one isolated broad categories where need could 
be presumed without individual investigation, and then met the 
need by generous cash payments. The objective ^vas the elimina- 
tion, not of distress, but of want; and want was assumed to be due 
to causes common to the entire population. And at tlie time this 
was clearly the right approach; indeed it vill remain a highly 
relevant one for many years to come. 

But if our present rate of economic growth continues, material 
want and poverty and deprivation of essential goods \vill gradually 
cease to be a problem. We shall increasingly need to focus atten- 
tion, not on universal categories, but on individual persons and 
families : not on the economic causes of distress, but on the social 
and psychological causes. We shall want the advice, not of the 
economists, but of psychiatrists, sociologists, and social psycholo- 
gists. We shall rely less on broad, sweeping measures of expendi- 
ture than on concentrated measures of aid to lumted groups, 
based on patient, empirical social research into the real nature 
of the need. And the aid will often take the form, not of cash 
payments, nor even of material provision in kind, but of individual 

I V., for example, ‘Can the Family Surv-ive?’, by Pcgg>- Jay, Famtly Plarjzins, 
July 1955- 

= A change in the law relating to adoption appears also to be urgently needed. 
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therapy, casework and preventive treatment. The tone of social 
expenditure may be set less by old-age pensions, than by the 
Family Planning Association, child care committees, home visitors, 
almoners, and mental health workers. 

The Labour Party is perhaps not yet folly alive to this gradual 
change in the pattern of need. It still tends to think exclusively 
in the traditional Beveridge categories; while the Conservative 
‘test of means’ approach is of course quite irrelevant to these 
problems. Yet the change is tire inevitable coroUary of the social 
revolution described in Part One. This, allied to a rapid rate of 
gro-vvth, is gradually giving us victory over the old enemies of 
poverty, unemployment and glaring injustice. But as we conquer 
these, we find that so far from Utopia coming steadily into Uew, 
new and more subtle social problems, hitlierto concealed by a 
natural obsession with material standards, now come to the sur- 
face and demand attention. And these new problems will not be 
cured simply by doubling the standard of living in twenty-five 
years, or even by greater equality, highly desirable as both these 
objectives are. This is a field in which ‘Keynes-plus-modified- 
capitalism’ wholly fails to provide an adequate answer; and a 
determination to accord these social problems an over-riding 
priority should be a characteristic, even more than a belief in 
equality, of a sociahst outlook. 


VI The War and the Social Services 

The first signs of a \vider view of the social services came 
^vith the experience of war. The Avar Avas in any case a major 
agent of advance in the social sendee field. This Avas due partly 
to tire mood of national unity: partly to the reA^elation, Avhich 
evacuation provided to the middle classes, of the appallingly Ioav 
standard at Avhich many city^-dAvellers lived and partly to the 
urgent neAV needs created by eA^acuation and Avar mobilisation. 

But tlie significant change Avas less the actual groAsTh of ncAV 
sendees, tlian the gradual realisation that social needs did not 

A People have forgotten to-day Uie profound shock administered by the physical 
condition and behaviour of some working-class evacuee children. But the bitter 
controversy and mutual accusations over, for example, the widespread manifestation 
of enuresis amongst these children did at least demonstrate to middle-class people 
that an acute social problem of some kind existed. 
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arise solely from destitution, but %vere to be found at all levels. 
For these far-ranging additional needs manifested themselves at a 
time of full employment, when economic distress ■tvas less wide- 
spread than ever before in British history. The lack of corres- 
pondence between poverty and social need therefore stood out 
with exceptional clarity; and it was this experience which gave 
birth to the new and svider concept of the role of social sendees. 

Thus it was believed in 1939, for example, that only the poor 
would need government aid if their homes were bombed, and 
that the rest could look after themselves; the responsibility for the 
bombed-out was therefore laid on the Assistance Committees. 
Naturally the belief and the arrangements both disintegrated 
with the first heavy raid on London. Again, when evacuation was 
first under debate in Whitehall, the Treasury refused to sanction 
money for providing temporar)^ lavatory accommodation at 
rural reception stations, holding that this was not a legitimate 
object of social expenditure; this attitude also failed to survive 
very long. The issue of free milk and subsidised meals in schools, 
previously restricted rigidly to ‘necessitous and rmder-nourished’ 
children, was soon extended to all children as the obrious fact was 
realised that all were equally affected by the grotving shortage of 
food. A last and characteristic instance tvas the treatment of 
unmarried mothers; originally only those ^vho ^vere destitute 
were thought either to need or deserve support, and the respon- 
sibility was again leiid on Public Assistance Committees; gradu- 
ally it was realised that here 'svas an urgent, widespread and 
inevitable wartime social problem, with tra^c consequences at 
every income level, and that aid must be given to all who needed 
it, whether destitute or not.^ 

By the end of the war, ‘it was increasingly regarded as a proper 
function and indeed obligation of Government to ward off distress 
and strain among not only the poor but almost all classes of 
society’.” Of course war, with its accompaniment of physical 
destruction and social disturbance on a havoc-making scale, 
enormously extends the range of problems which even the better- 
off individual cannot meet himself. It would be quite wrong to 
suggest that tire area of government responsibility should be as 

^ These examples are taken from tlie two social service volumes in the Official 
History of the Second "World tVar: Problems of Social Polity^ by Richard M. Tilmuss, 
and Ferguson and Fitzgerald, op. cit. 

® Titmuss, op. cit., p. 506. 
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wide, or even nearly as -wide, in peacetime. But the basic philo- ’ 
Sophy is the right one in peace as \veU as in ^var. 


vn The Social Services and Social Equality 

Fom- main areas of need were isolated above; and if these are 
agreed, the priorities in social expenditure more or less sort them- 
selves out. The first three - secondary poverty, the altered posi- 
tion of the family, and fluctuations in needs through time - point 
above all to old people, those wth large famihes, and those whose 
earnings are interrupted by sickness. Moreover the residue of 
primary poverty is also concentrated in these groups. 

The first priorities are therefore fairly clearly ordained. They 
are on the one hand the traditional cash benefits to these groups - 
old-age pensions, sickness and disabihty benefits, and family 
allowances; and on the other, certain welfare sendees in kind 
already mentioned seriatim in the text. The other essential priority 
is to meet the needs of the ‘special cases’ ; this ^\^ll not require a 
vast outlay - it is much more a question of the will to be generous 
to numerically (and electorally) insignificant groups. 

These are the expenditures required to meet social distress, 
hardship, and need. But of course additional expenditures are 
required to fulfil the allied purpose of increasing social equahty. 
This was discussed earher in relation to health and education. 
But there are also other ways, relevant to -what might broadly be 
termed social pohey, in •which expenditure and/or tax reliefs can 
increase social equality by making available to poorer people 
essential facilities or advantages which better-off people can quite 
•well buy for themselves. Legal aid is an obwous example. 

But die main manifestation of inequality in this respect is the 
better pro'vision which the rich are able to make, either from their 
private means, or through tax-concessions, or from the terms of 
their employment, for those periods in fife in ivhich needs nse 
sharply relative to income. That is, the elderly, the sick, and those 
■with large families in the wealthier classes come off comparatively 
better than people similarly circumstanced in the poorer or 
working classes. 

In the case of families, those with large incomes derive a 
relatively greater benefit, both in amount and duration, from tax 
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allowances, than the wage-earner from family allowances; the 
former, unhke the latter, both extend to the first child and con- 
tinue until the child’s full-time education is complete. Moreover 
most middle-class people receive arniual or periodic increments of 
salary which partially offset the extra cost of rearing children 
during the critical years from 25 to 40. Most wage-earners, by 
contrast, are earning the same at 40 as at 25. 

In the case of sickness, the disparity arises because firms now 
commonly make up salaries in full for weeks or even months of 
sickness; but they seldom make up wages. The worker thus suffers 
a sharper relative drop in his income just when his needs are 
greatest. In the case of old age, the difference is due to the exist- 
ence of private superannuation schemes, which are available 
to some employees but not to others. 

Some of these disparities can and should be corrected by 
Trade Union action; while so far as fiscal policy is concerned, they 
point to the same priorities as the earlier considerations. But one 
question needs a rather more detailed discussion, namely private 
superannuation. ^ 

From the point of view of individual welfare, its effects are 
clearly excellent. Everyone concedes the hardship associated \vdth 
the sharp reduction in living standards which occurs on retire- 
ment; and anything which brings the standard of life during old 
age_/»r anjf individual into better relation wth his previous standard 
is likely to increase welfare. At any rate this is evidently the view 
of the contributors themselves, since these schemes are extremely 
popular. 

Now it is clear that this gain in welfare is badly distributed, as 
only one-third of the working population is covered by such 
schemes. But there is often said to be a further injustice, arising 
from the regressive effects of the income-tax concessions which 
these schemes attract. These concessions, it is argued, bring no 
benefit to the poorer section of the population, \vhich pays no 
income tax; and since contributions arc normally a proportion 
of income, the benefit is greater, the larger the income. ‘The State 
pays more for the rich man’s pension than the poor man’s.’ 

There seems to be some confusion here. First, any allo^vancc 
against income-tax necessarily benefits high incomes more than 
low incomes, since the former are liable for more tax in tlic first 

^ Its economic implications "were discussed in the previous chapter. 
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place. This is an inevitable consequence of combining progressive 
taxes with tax allowances. Thus in this sense the State pays more 
for the wife, the children, and the dependent relatives of the rich 
than the poor, since these ail attract an income-tax allowance 
which is obviously not available to those who pay no tax. If this 
is objected to on principle, then all tax allowances should be 
withdrawn. But there are no grounds of principle for singling out 
the pension relief alone for criticism. 

Secondly, it has long been tmderstood that it is rather pointless 
to isolate one element in the total tax structure, and condemn it as 
being regressive. The total structure of taxes, allowances, and 
benefits must always be an amalgam of progressive, proportionate, 
and regressive elements ; and nothing follows from considering the 
effects of any one item in isolation. If we are concerned with 
equality, we must look at the entire picture of taxes and expendi- 
ture, and consider the overall effect. 

The reason why particular items are often regressive, even 
within a highly progressive total structure, is that taxation has 
other purposes besides the vertical redistribution of income. One 
such purpose is to transfer resources at each income level from those 
■with fewer to those •with greater needs. From this point of ■view, 
tax reliefs may be an alternative to social expenditure; and this 
of course is the rationale of income-tax allowances. 

Whether a particular allowance, or scale of allowance, is justi- 
fied naturally depends on whether the gain in welfare is deemed 
to outweigh the regressive effect. (Of course, an allowance need 
not make the tax system as a whole less progressive, since the 
cost may be defrayed, as the Minority on the RadcHffe Commis- 
sion proposed in the case of higher child allowances, by higher 
taxation of others ■within the same income-group. But taken by 
itself it must be regressive.) Everyone agrees that the child allow- 
ance is justified on grounds of social and family welfare. In my 
■view, the principle of superannuation rehef is also abundantly 
justified by the gain in welfare from encouraging a more generous 
provision for old age — though some of the actual reliefs at the 
top end of the income scale are quite unnecessarily la^vish, and 
badly in need of pruning. 

The real case against the existing state of private supera^ua- 
tion does not mainly relate to the tax concessions — it is simply 
that only part of the population is covered. It is the distribution 
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of superannuation which is unfair, rather than the distribu- 
tion of the tax rehefs. Not only are two-thirds of the working 
population not covered, but of course individuals cannot choose 
whether to be covered or not - it depends on the organisation in 
which they work. The result is a growth, on completely hap- 
hazard lines, of two distinct classes; those who must subsist on the 
State pension, and who consequently suffer an extremely severe 
drop in their incomes on retirement, and those covered by 
superannuation schemes, who suffer a much less severe reduction. 
This offends against both social justice and social equality; and 
indeed it could easily lead to a greater inequality in old age than 
during working life. 

Then what is the solution? We cannot base the entire national 
provision for old age on the principle of flat-rate subsistence 
pensions, partly because private superannuation has already 
spread so far, and also because it would in any case be illogical. 
If the object is to keep the standard of hving in old age in a 
reasonable relation to that previously experienced, then pensions 
must vary with previous income. 

No doubt the most logical solution would be to reorganise the 
entire National Insurance pension scheme, making both contri- 
butions and benefits variable. But the opposition to this is so 
strong that it hardly seems practical politics for the next decade; 
and meanwhile something must be done. The obvious solution 
would therefore be, as has recently been proposed in Sweden by a 
Government Committee, a universal, compulsory scheme super- 
imposed on the existing national insurance scheme. Under the 
Swedish proposal, contributions would vary ■with annual income, 
and the pension -with ‘Hfe salary’ (i.e. the cumulative total of 
income earned during working-life).^ (The pension would also 
rise automatically with increases in the real national income, and 
■with any fall in the value of money.) ^ The next Labour Govern- 
ment would be wise to study this possibility at an early stage in its 
career. 


1 For a variant on this, v. Brian Abel-Smith and Peter Townsend, New Pensions 
for the Old (Fabian Society, 1955). 

2 But the scheme would be financially self-supporting - indeed, during the early 
years of build-up a large ‘buffer-fund’ would be created; and even after the build-up, 
each year’s expenditure is to be fully covered by that year’s income. The build-up 
period has important implications for the supply of savings (v. Chapter XIX, 
Section III). 
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vm Universal Subsidies versus a Concentration of Effort 

Whatj then, of the problem of cost, which the previous chapter 
showed will be a serious limiting factor at least for several years 
ahead? Above all, it underlines the importance of getting the 
priorities right, and having a clear view of the role of the social 
services. (It should also enforce a decent moderation in election 
promises.) But it surely also means that charges for certain services 
cannot be ruled out, and that indiscriminate subsidies, diffused 
over needy and non-needy alike, should be as far as possible 
avoided. 

We have already seen that an income-test to establish the 
possibility of payment in part or full need not give rise to social 
inequality provided that it is not applied to the central, essential 
services, nor takes the form of a subsistence means test. The 
examination of means is not, as Conservatives regard it, the central 
feature of social policy, intrinsically meritorious and indeed 
implicit in the nature of a social service. But it has some part to 
play - especially as an insistence on zero-cost provision under all 
circumstances necessarily pre-determines the choice between pro- 
viding all existing services free, and spending more money in 
other directions. 

Each proposal for charging must be examined in the light of 
four considerations. First, which is more socially beneficial - the 
free provision of the existing service, or such new expenditure as 
might be financed by imposing charges? This will depend, 
secondly, not only on how essential the existing service is, but on 
how elastic the demand for it is, that is, whether a charge wiU 
seriously discourage people from using it. Thirdly, is there a 
simple and efficient method of remitting charges in case of need? 
Fourthly, does the free service lead to wasteful use, and so absorb 
resources which might be better employed elsewhere?^ 

These are questions to be examined empirically and in detail; 
they can be discussed quite rationally, and not in the atmosphere 
of a tense debate on first principles. Of course only the social 

1 The most obvious example of a charge designed partly to prevent waste is the 
graduated income-scale applied to legal aid. A completely free service here, m 
of the litigious instincts of many otherwise normal citizens, might lead to an appalling 
outbreak of frivolous litigation. 
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service expert can apply the criteria with authority. But the 
income-test now applied, \vithout damaging results, to services 
as diverse as university scholarships, legal aid, prescriptions, and 
(increasingly) municipal housing, suggests that a definite scope 
exists - provided the criteria are sympathetically applied, and the 
charges easily remittable in case of need. No doubt the total 
revenue would never be very large. But this does not mean that 
it can be neglected in view of the prospective strain on the 
Exchequer. 

Lastly, the question of subsidies, and especially food subsidies. 
(Considerations of wage policy, which raise quite different issues, 
are here ignored.)^ These are defended, first, on the groimds that 
they redistribute income from those without to those with de- 
pendants, since the latter may be presumed to spend proportion- 
ately more of their incomes on food. This is a wholly desirable 
redistribution; but subsidies are a very inefficient method of 
achieving it. They are diffused over the entire population, and 
not subject to tax. The redistribution ^vould be less \vastefully 
accomplished by an increase in family allowances (and probably 
old-age pensions, since pensioners also spend an unusually high 
proportion of their incomes on food). 

But, secondly, subsidies are defended, as against the alternative 
of higher cash payments, on the grounds that by altering relative 
prices they induce those with famihes to buy more food than they 
' otherwise would, even though their real incomes may be un- 
changed. This is a doubtful justification. It is not certain that 
food consumption at present levels of working-class income is very 
elastic to changes in price, assuming real incomes to be main- 
tained. It probably depends on what steps are taken to com- 
pensate a rise in food prices. If alcohol and tobacco taxation were 
to be reduced (which in practice is hardly likely), then food con- 
sumption might fall; for although total family income might be 
unchanged, the real value of the wife’s housekeeping allo\vance 
would fall, and the real value of the husband’s ‘pocket money’ 
would rise; and the husband might not compensate for the change. 
But if higher family allowances were to be paid, so that not merely 
total family income, but the internal distribution of that income 
in real terms, were to be left unchanged, then food consumption 
would probably not suffer. 

r They are discussed in Chapter XXI. 
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There is, ho-\vever, one set of circumstances in which the con- 
sumption of food is particularly sensitive to changes in prices, 
even though real income is fidly maintained. This again arises 
from the manner in which income wi thm the family is typically 
divided bet^veen the -wife’s housekeeping allowance (spent largely 
on food and necessities) and the husband’s pocket money. Given 
stable prices, the di-vision between the two may be adequate to 
proper nutrition. But in a general price inflation, although the 
husband is gaining compensating wage increases, he may not 
increase the housekeeping allowance proportionately. Expendi- 
ture on food and necessities must then dechne, and may decline 
significantly, relative to expenditure on semi-luxuries; and in 
large famihes the nutritional results may be serious.^ 

In such a situation, a simultaneous increase in food subsidies 
and indirect taxes on semi-luxuries -^vould serve to restore the 
pre-vious distribution of intra-marital real income, and the pre- 
-vious ratio of food to other expenditiue. The social case for sub- 
sidies is therefore strongest in a period of inflation. 

But -with this one exception, the case on social groimds does 
not seem strong enough to jxistify increases in subsidies in pre- 
ference to other, and less wasteful, means of achie-ving the same 
distribution of real income - especially as there is also a genuine 
consideration of the citixen’s freedom to spend his income as he 
chooses. Socialists tend to discount this point, partly because 
they confuse it with the popular but nonsensical argument, ^vom 
threadbare by orthodox financial -writers, that subsidies distort 
or conceal the ‘true’ or ‘real’ pattern of costs and prices. Of 
course there is no such pattern of costs or prices. In a world of 
monopoly, imperfect competition, tariff barriers, inelasticities of 
supply, foreign exchange restrictions and the like, there is no 
significant sense in Avhich xmtaxed or -unsubsichsed prices can be 
considered ‘real’. 

But this does not affect the issue of paternalism. Since subsidies, 
if properly compensated in the event of their -withdrawal, need 
not give rise to any transfer of income from anyone to anyone 
else, they must be seen as a dehberate attempt at ‘socialising’ 
income mth the object of forcibly altering the pattern of national 
expenditure. No^v this kind of patemahsm is clearly justified in 
respect of the basic -welfare services discussed in this chapter. But 

1 V. Michael Young, loc. dt. 
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at present cultural levels and standards of real income, it should 
not be pushed into much wider fields. 

• This is a point where socialists should puU themselves up 
sharply, and begin to ask where they are going. It is not a part 
of socialism continually to tell people how to spend their incomes. 
To do so involves a genuine interference with hberty, and a quite 
excessive preference for the view that the man in Whitehall 
knows best. Conservative gibes on this point may be rejected in 
respect of a massive social expenditure, outlined in this chapter 
and fully justified on grounds of need and hardship. But beyond 
this point, socialists should recall (though they often do not) that 
they have anarchist blood in their veins, and that it is no part of 
their creed always to back the State against the individual. Let 
them preach, if they wiU, but not indefinitely compel, the virtues 
of prudence and self-discipline. 

In any case a preference for large increases in subsidies would, 
under present circumstances, be most unwise. The fulfilment of 
the social welfare ideal, at a time when resources are already 
heavily committed and government expenditure high, will call 
for a considerable measure of political courage and will-power 
if the necessary resources are to be freed, and the transfer problem 
surmounted. There will be strong opposition, certainly from Con- 
servatives, and possibly even from wage-earners and the general 
electorate, to the levels of taxation involved. If this challenge is 
to be met - and if it is not, a socialist government would be fail- 
ing in its first objective - we cannot afford to spread social ex- 
penditure thinly over needy and non-needy ahke, but must 
concentrate it heavily on those points where the need is greatest. 
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VIII 


THE DETERMINANTS OF CLASS 
I The British Paradox 

T wo developments have occurred which compel us to 
reconsider our approach to the second basic socialist _ 
aspiration, that towards social equality and a ‘classless’ 
society. First, it appears that after the redistribution of the last 
two decades, certain of the traditional socialist arguments for more 
equality no longer apply. This is discussed in the next chapter. 

Secondly, we have moved a long way towards equality of 
incomes, yet we still seem far from a socially equal and classless 
society. ‘England’, wrote George Onvell in 1941, ‘is the most 
class-ridden country under the sun.’ Matters have improved a 
little since The Lion and the Unicorn was written. Yet despite the 
redistribution of income described in Chapter II, we still retain 
in Britain a deeper sense of class, a more obvious social stratifica- 
tion, and stronger class resentments, than any of the Scandinawan, 
Australasian, or North American countries. In fact ^ve almost take 
our class system for granted, so completely does it permeate our 
social attitudes. But the foreign visitor or even the returning tra- 
veller, less accustomed to the phenomenon, is still shocked and 
surprised by its extent.^ 

^ And the phenomenon is also evident in our relations with other, and especially 
Asiatic and African, peoples. A recent (and poignant) testimony to it is Sherpa 
Tenzing’s account in his autobiography of his agonised indecision as bettveen climb- 
ing Everest svith the British in 1953, or waiting to climb it another year svith the 
beloved Raymond Lambert and &e Stviss. *I would rather have gone back to 
Everest svith the Swiss. . . . With the Stviss and the French I had been treated as a 
comrade, an equal, in a way that is not possible for the British. The}’ arc kind wen; 
they are brave; they are fair and just, always. But always, too, there is a line between 
them and the outsider, beWeen sahib and employee.’ (Afan of Everest, Harrap, 1955, 
pp. 224-5.) 
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And indeed its stubborn persistence in the face of torrential 
social changes induced by two World Wars and six years of 
Labour rule is surely puzzling. Britain now presents an unusual 
paradox to the world: of a society characterised by an excep- 
tionally mature political democracy, growing economic pro- 
sperity, and a "social order which apparently metes out social 
justice in a reasonable degree: yet still with an unreconstructed 
class system, productive of deep collective resentments. The 
apparent invulnerabihty of this system to changes in the sphere 
of income suggests that the classless society wiU not be reached 
simply by more redistribution of wealth. We now need a rader 
interpretation of the goal, and, as a preHminary, a closer analysis 
of the nature of class, than we needed in the past. 


n What People Mean by Class 

'\^^len people speak of class, they are assuming that society is 
divided into a limited number of strata, one above the other. 
Each stratum can be called a social class. Societies differ in re- 
spect of the number of strata, the distance between them, and 
the precision of the dividing lines. These latter are rarely com- 
pletely clear; but this does not make class divisions any less real- 
we are, after aU, fully aware of differences in sex despite the 
existence of hermaphrodites. 

This stratification derives from, and is reflected in, socially 
recognised relationships of superiority and inferiority. ‘Social 
classes may be described as portions of the community, or col- 
lections of individuals, standing to each other in the relation of 
equahty, and marked off from other portions by accepted or 
sanctioned standards of inferiority and superiority.’ ‘By class is 
meant two or more orders of people who are believed to be, and 
are accordingly ranked by members of the community, in socially 
superior and inferior positions.’^ 

These socially-recognised relationships express themselves in the 
way a man is collectively treated and regarded by other people, 
as well as in the way he treats and regards them. They therefore 

^ These t\vo almost identical definitions are deliberately taken firom two sociologis^ 
who disagree about the delerminanls of class: Morris Ginsberg, Sociology (Buttenvo^j 
1934), p. 159; and tv. Lloyd Warner, The Social Life of a Modem Community (Yale 
University Press, 1941), p. 82. 
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have both an external aspect, reflected in social attitudes - 
whether these are free and egalitarian, or deferential and con- 
descending: and a psychological aspect, reflected in the strength 
or otherwise of subjective feelings of equality, superiority or 
inferiority. 

This recognised web of relationships is the one incontrovertible 
fact about class. When we turn to consider how it is built up, 
what are the criteria of these socially-recognised distinctions, and 
what factors determine the individual’s position in the hierarchy, 
we enter a realm where sociologists still disagree.^ There is no 
one theory of class to which socialists can appeal when discussing 
how to have less ‘class’ than we now have. Moreover, almost all 
the evidence available from field research is American in origin; 
virtually no field-work has been done in Britain, and the examples 
in this chapter have necessarily to be taken largely from American 
studies. 

This perhaps does not matter very much; for the object of this 
chapter is not to present a precise and detailed analysis of all the 
determinants of class, which in any case \vould be impossible at 
our present state of knowledge, but simply to emphasise the main 
determinants, and especially the fact that class-consciousness and 
social inequahty rest on other factors besides income. These other 
factors may even be more important than income. But in any 
case they are certainly not always correlated with income (or 
■with each other) - which means that the discussion inevitably 
gives an impression of indeterminacy; although in fact I believe, 
as I argue at the end of the chapter, that the picture is, for his- 
torical reasons, unusually determinate in England: that is, that 
the influences on the social hierarchy, being few and strong and 
rather closely correlated, are exceptionally clear. But even in 
England we must disentangle the separate influences, lest we 
mistakenly believe that more social equality is simply, or even 
mainly, a matter of more redistribution of wealth. 


HI The Marxist Theory of Class 

Most sociologists adhere to an ‘objective’ theory of class deter- 
mination; that is, they assume that social class is more or less 

* For an excellent account of the present state of the controversy, v. ‘Social Strati- 
fication — a trend report*, by D, G. MacRae, CuTrent Sociohgy’j Vol. II, 1953"4* 
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automatically dete rm ined by certain objective and identifiable 
criteria, normally of an economic character.^ 

The earliest such theory ^vas of comae the Ivlarsist. Marv held 
that the forms and conditions of production ^vere. the fimdamental 
determinants of the class structmre and class attitudes. Specifically, 
the stratifying influence -vvas to be found in the o^mership or 
exclusion fi-om ovmership of the ph\-sical means of production, 
fi'om ^vhich it foUo^ved that in the last analjris there could only 
be two classes — o^raers (bourgeoisie) and non-o'iraers (prole- 
tariat), all intermediate groups gradually vanishing fi-om the 
social scene. The determinants of class are seen as not merely 
economic, but almost technological; and a class is simply a func- 
tional group ha\ing a particular (o^raership or non-ownership) 
relationship to the means of production. Other social and ideo- 
logical class differences ■^\ill, of course, emerge in the comse of 
time: but they are essentially Eecondar\- and derivative, merely 
a ‘supeistructure’ built on the base of productive relationships. 

Now this analysis might be plausible on three conditions, •which 
may have been fulfilled in the past, but are certainly not fiil fiU ed 
in advanced industrial cotmtries to-day. The first is that produc- 
tive relations and the division of labour should be of a technically 
simple character, so that the population fails into a few clear-cut 
economic groups, each possessing an unambiguous relationship 
to the means of production. But in fact the last centurj- has -vrit- 
nessed a rapid grovTh of ser\-ice occupations (professions, ad- 
ministration, entertainment, and so on) which have no contact 
at aU ii\ith the physical means of production. Even %rithin manu- 
facturing industT)', the gro'SN'th of scale and the increasing tech- 
nical complexit)' of production have enormously multiplied the 
number of (especially managerial and technical) sMlls, so that 
the labour force no longer constitutes a clear-cut proletarian 
class. (Automation of course will reinforce this trend.) Thus so 
far firom polarisation ha^'ing occurred, 'ive see a gro-iv-ing proli- 
feration of middle, neither proletarian nor capitalist, classes: and 
of classes -whose social attitudes are not determined by a direct 
relationship to the ph}rical means of production. 

1 The ^™^ds crileria and indices are often used in this chapter as_ though they 
were stTiontmous twth determinants, since it is assumed that class is in fact deter- 
mined” by collective evaluations of certain objective criteria vrhich thm become 
indices. But of course people may (r.f.) gtaU criteria other than those •which appear 
objectively to be the determinants. 
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The second condition is that economic relationships, and hence 
the class structure, should be basically dominated by the criterion 
of the presence or absence of o-wnership. But Chapter III has 
already demonstrated the increasing irrelevance of owmership to 
economic power, income-distribution, the degree of exploitation, 
and aU the other factors which might determine class attitudes. ^ 

Thirdly, Marxist sociology presupposes, though Marxists do 
not admit it, a scarcity economy, in which men’s lives and there- 
fore social attitudes are ruled by the relentless pressure of material 
want and deprivation: for the majority, by poverty and resent- 
ment of poverty, and for the minority of rich by the inevitable 
counterpart - the fear of violent dispossession. Only in such a 
so.ciety would social relationships be wholly determined by purely 
productive relationships, and social aspirations by purely material 
drives. 2 But in the advanced industrial countries to-day, ^vith 
their abundant and rapidly-grouang economies, matters are be- 
ginning to look very different. Not only are social attitudes less 
and less dominated by crude economic resentments, but the 
decline in the hours of work, combined with the higher standards 
and greater variety of consumption-goods, are gradually weaken- 
ing the significance for class evaluations of work relationships, and 
magnifying instead the impact of consumption and leisure rela- 
tionships. 

Of course class attitudes are still heavily influenced by the 
relations of production; a miner does not feel the same as a 
member of the Coal Board; industrial disputes have not died out 
(though increasingly the issues are non-pecuniary ones); and 
people still worry about their material standard of living. Marast 
sociology (if fairly freely interpreted) therefore still has something 
to offer. But it clearly does not provide a sufficient, all-embracing 
theory of class. 

TV Income, Occupation, and Style of Life as 
Determinants of Class 

Most sociologists before the war, while rejecting the Marxist 
theory as too narrow, nevertheless preserved a broadly economic 

^ V. Chapter III, Section IV. 

^ It is therefore not surprising that Marxism always seems most plausible in times 
of depression ~ witness its sensational revival in the 1930s, and equally rapid decline 
since. 
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approach. They took, as the main index of class, occupational or 
economic status in the widest sense, deiiwng this from a number 
of variables: amount of income, source of income, degree of 
security, extent of independence, degree of initiative and control, 
type of work (manual or non-manual), non-pecuniary privileges, 
and so on.^ 

r Most people would agree that ‘economic status’ in some sense 
; was a main, if not the prime, source of class differentiation. It 
often occurs to people first when assessing someone’s class loca- 
tion, and it appears to justify and explain the tripartite social 
division into working, middle, and upper classes. But its apparent 
simplicity and reliability are rather deceptive; and on examina- 
tion it appears as not one criterion, but an amalgam of separate 
and sometimes conflicting ones. 

In particular, income is not exactly correlated %vith some of 
the other factors ; and these are often the more powerful influence 
on occupational prestige. Thus when people are asked to rank 
occupations according to the social status which they carry, the 
answer by no means corresponds -with the structure of income 
distribution; professors, dockers, secretaries, judges, miners and 
many other groups occupy different positions on the rivo scales. 
The outstanding divergence is shown by the ‘white-collar’ class 
in industry. This class often earns less than the wage-earners, yet 
its occupational prestige is higher on account of the (often irra- 
tional) kudos conferred by non-pecuniary privileges : payment by 
salary and not by wage, later hours of work, different canteens, 
pension schemes, greater security, non-manual character of work, 
etc. 

Indeed generally the ‘middle-class’ professions to-day, especi- 
ally those which are paid by salary, are middle class much more 
by virtue of their non-pecuniary status than their income status, 
which is (relatively) much lower than it used to be. Conversely, 
some industrial workers, and most small traders (shopkeepers and 
the like), have made an advance in their income status -tvhich is 
in no -^vay reflected in the prestige of their occupations. It is clear 
I that we must treat income and non-pecuniary occupational status 
i as two distinct and separate factors. 

But in recent years, largely under the influence of social- 
anthropological studies of small towns, some sociologists have 

1 V. Ginsberg, op. cit., Ch. VI, for a clear statement of this view. 
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reacted against too exclusive an insistence even on very broadly- 
defined economic criteria. These studies^ appear to show that 
social stratification is not always exactly correlated either vith 
income or occupation, but rests partly on vaguer criteria of an 
individual’s ‘way of life’, social habits and manners, and general 
pattern of consumption. 

Thus Lloyd Warner found that in Yankee City class position 
was assessed in terms of type of house, dwelling area, style of 
clothes, kind of entertainment, etc., and that in consequence 
people’s expenditure was strongly oriented to\vards winning social 
approval. 2 And these evaluations by no means coincided with 
income position; ‘many people in classes below the Pvo upper 
classes earned more money.’ ^ Similarly in Plainville, Abram 
Kardiner found that the two main classes were divided more 
sharply and objectively by ‘maimers’ (a conglomeration of cul- 
tural factors embracing house, car, food, dress, speech, and 
public behaviour) than by any other criterion. And again he 
found a low correlation with income : ‘many lower-class families 
(perhaps a third) are richer than many upper-class families (per- 
haps another third) but their incomes do not suffice to hoist 
them over the class barrier.® 

Detailed studies of consumption patterns show that the distri- 
bution of new and fashionable goods, which confer obvious social 
prestige, is often quite random from an income point of view.® 
An individual’s pattern of consumption cannot be deduced from 
his position in the income scale; nor can his income be deduced 
from his pattern of consumption, which is dictated rather by a 

^ V. Lloyd Warner’s study of Yankee City (Ncwburyport, Mass.), op. cit., and Abram 
Kardiner’s of Plainville, U.S.A. {The P^chological Frontiers of Society, Columbia Uni- 
versity, 1945.) Unfortunately no similar studies exist for Britain. 

2 op. cit., Chs. VI and XV. ^ ibid., p. 287. * op. cit., pp. 298-g. 

® There is plenty of evidence that income is less and less the main socially-accepted 
criterion of high status. Certainly this is realised by rich men in America - consider 
the sad case of the corporation executives who, instead of being proud of the wide 
publicity which their salaries received when the U.S. Treasury decided to publish 
all salaries exceeding 575,000, fought this publicity and eventually, in I949> succeeded 
in changing the law so as to discontinue publication. 

Similarly in England rich people often become quite irritated if ver>’ high incomes 
are attributed to them. Of course this may be due to a fear lest details should come 
to the sharp ears of the Inland Revenue, or to anxiety about the possible reaction of 
workers or shareholders. But there is more to it than this; wealth as such is simply 
not esteemed (though it may still be desired!) as much as it used to be. 

® V., for example, the study of the distribution of air-conditioning plants in an 
American suburb; ‘The Web of Word of Mouth’, by IVilliam H. ItTiytc Jr., Fortune, 
November 1954. 
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process of fashion leadership operating -within his particular social 
group (and often transmitted in almost subterranean fashion by 
the children - ‘Mummy, why can’t -we have a dish-washer too ?’).i 

The most symbolic index of ‘style of Hfe’ is of course dwelling- 
area: Kensington or Bermondsey; Edgbaston or Nechells; Wood- 
stock Road or St. Ebbes; council-house or owner-occupier; East 
Side or West Side; uptown or do-wntown; the right or the -wrong 
side of the tracks — these are the shorthand symbols often used 
for identifying an indi-vidual’s class position. And this aggrega- 
tion of indi-vddual differences in ‘way of life’ into distinct social 
and geographical units shows that consumption habits can give 
rise not merely to a continuing series of status rankings, but also 
to broad social strata. 

These observations have led to a new emphasis in discussions 
of class. Veblen has come back into fashion; and great stress is 
once again laid on the social quality of consumption. The pur- 
pose^ of expenditure is seen as not merely to satisfy wants or indi- 
vidual tastes, but also to meet the social standards of the group : 
not merely to give intrinsic pleasure and private gratification to 
the spender, but to validate, re-affirm, or enhance his social 
standing. Thus the criterion for consumption ceases to be the 
‘efficient’ expenditure of funds as the m-ythical ‘economic man’ 
might see it, and becomes the expected social judgment of the 
group. Hence, in Veblen’s phrase, the ‘punctilious discrimination’ 
in the choice of food, drink, service, ornaments, apparel, house, 
and amusements;^ and to-day one would add car, tele-vdsion set, 
and domestic capital generally. 

But we must not lean too heavily on Veblen. The significance 
of consumption in his theory was that it was taken as direct 
e-vidence of ‘pecuniary strength’. Its social function was to demon- 
strate the wealth of the spender, and this required that it should 
take a conspicuous, ostentatious, and even wasteful form. It was, 
in effect, an external symbol, or demonstration, of a class struc- 
ture already given by economic factors. A Veblenesque theory 

1 The distribution of TV sets has (at least until recently — th^ have now become 
much too common) been an example of this on housing estates in England. But TV 
in England has always had the peculiarity of showing a downward kink, so far as 
prestige is concerned, at a certain point in the social scale. 

- Of course the purpose may be sub-conscious. This is an example, in Rob^ 
Merton’s terminology (r. Social Theory and Social Structure, Ch. i), of a latent as opposed 
to a manifest social function. 

3 Thorstein Veblen, The Theory of the Leisure Class (Huebsch, 1924), p. 74 * 
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thus requires first that wealth is the one indispensable basis of 
esteem, and secondly that wealth is judged by the amount of 
conspicuous consumption. 

But neither of these is the case to-day. (And neither was ever 
as true in Britain as in some other countries.)^ Status is now 
assessed not solely by wealth, but also by the pattern of con- 
sumption; and this is judged not simply as a reflection of -wealth, 
but as ha-ving an independent social value of its o^vn. Thus the 
highest expenditure, while it may still demonstrate the greatest 
wealth, does not ipso facto confer the highest status; consumption 
has become not only an independent variable in social evalua- 
tions, but one which often fails to coincide with wealth. It follows 
that ‘la-vish display’ and ‘conspicuous waste’ are no longer tlie 
socially relevant objectives of consumption. Indeed, perhaps we 
have gone to the other extreme. Ostentation is now usually con- 
sidered vulgar; and the approval of the group is won not by 
exceeding, but on the contrary by adhering to, its collective 
standards of what is fashionable and in ‘good taste’. ^ 

However that may be, style of life and consumption habits 
exert an exceptionally strong influence on social judgments 
in Britain, because variations between classes are much greater 
than elsewhere. This is largely due to the fact that contemporary' 
British society still bears deep marks of the hereditary, aristo- 
cratic society from which it descends. Thus different social classes 
can be instantly distinguished by their dress (especially men’s 
clothes; though only a very insensitive person can share the now 
popular view that one cannot tell a woman’s background by her 
clothes), eating (and even drinking) habits, taste in furniture, 
type of house, style of entertainment, sporting tastes, and leisure 
activities generally. And these contrasts are the more obtrusive 
owing to being articulated in a rather stratified pattern of social 
life, typified at the top by the social circle surrounding the Court, 
the elaborate ritual of ‘coming out’, and London society generally. 

But part of the reason why these differences make so strong 
an impact is that they are associated with, and exaggerated by, 

1 Least of all amongst the upper classes, who never judged status solcly by wealth, 
and despised the nouveawc-richi when they indulged in ostentatious, X'cblenesquc 
behaviour. Status was quite simply a matter of lineage. But the industrial bourgeoisie 
had a much more Veblenesque attitude. 

- Veblen's second index of pecuniary strength, the conspicuous abstention from 
labour, also attracts more disapproval than approval to-day. 
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the most supremely unmistakable of all symbols of social stand- 
ing - differences of accent and vocabulary. In no other coimtry 
is it possible in the same way to assess a person’s class standing 
the moment he opens his mouth; and this fact exaggerates to an 
extraordinary degree the importance of ‘style’ as a determinant 
of class. Even in 1956, Ehza Doohttie is not looked on in Britain 
as a completely absurd period character; but abroad Pygmalion 
is always regarded as a -v^dly improbable British farce. ^ 

Now these differences are not merely a consequence or deriva- 
tive of other, economic, class determinants. They are not precisely 
correlated either with income -the oldest and most ‘socially- 
esteemed’ section of the aristocracy may (and often does) legiti- 
mately envy the wealth of top business executives or self-made 
financiers — or with economic power, as can be seen by con- 
sidering the cohorts of elegant, weU-bred young men swarming 
unimportantly through the merchant banks and discount houses 
of the City, There is, of course, a link through time; the nouveau- 
riche, himself by now ennobled, will send his son to Eton and 
Oxford, where he will have no difficulty in acquiring the neces- 
sary social pofish. But at any given moment a pecuniary and 
a stylistic index may give different results. 

The closest correlation in England, so far as accent, social 
manners, and style of life are concerned, is with education, and 
to a lesser extent wth occupational prestige; though outside the 
upper, public-school-educated groups the pattern of consumption 
is more nearly, though not exactly, correlated with income. This 
interacting triad, at the top of the social scale, of education, style 
of life, and occupational status is unquestionably a more im- 
portant cause of social inequality than income; if we understand 
this, we shall be less puzzled by the relative failure of income- 
redistribution to diminish class-consciousness. 

V Power as a Stratifying Influence 

The last determinant to be considered is ‘power’. There is 
evidently some sense in which power is a status-conferring attri- 
bute, Avith a strong influence on collective feelings of superiority 

1 And is there any other country in which articles on ‘U’ and ‘non-U’ words 
(p. Encounter, October 1955) would be treated not just as an engaging fHvohty, but 
as describing a serious (and to many people, for all their humorous denials to the 
contrary, subjectively important) aspect of social class? 
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and inferiority. But it is, unfortunately, an ambiguous concept, 
with many possible meanings. Naturally we are not concerned 
with its purely individual or random manifestations, wth the 
hypnotist or the sadist, but only with those which are common 
to entire social groups. But even here one cannot easily attach 
a precise or unique meaning to so many-sided a concept; \vt can 
only pick out a number of separate aspects which seem significant 
for the class system. 

First, the direct 'face-to-face’ power of individuals over the 
lives and fortunes of other individuals, where both sets of indi- 
viduals can be aggregated into social categories. This is most 
obviously characteristic of industry, where a clear hierarchy exists 
in respect of power to sack, demote or promote, pay liigher or 
lower incomes, move people from one place to another, organise 
work in a particular way, and generally influence, if not deter- 
mine, the income, nature of employment, and occupational status 
of employees. This hierarchy is not, as the Marxists suppose, 
related to an index of ownership, but simply to location in the 
organisational structure. 

There has now grown up, following the rapid extension of the 
activities of the state, a parallel hierarchy of bureaucratic power 
in the political-administrative sphere. A large class of public 
officials, charged with interpreting and executing government 
regulations, wields a power over the lives and fortunes of indi- 
vidual citizens quite comparable with that traditionally imputed 
by socialists to the businessman; poiver to issue or ivitlihold 
materials, permit or forbid the building of a factory, dispossess 
or decline to ‘re-possess’ a landowner, keep people incarcerated 
in mental institutions, grant or withhold assistance payments, and 
so on. Indeed, such power-hierarchies are becoming more and 
more common with the growth in organisational scale; even the 
professions are now becoimng bureaucratised, ivith the result that 
power-positions become codified and consolidated as compared 
with an era when professional people ^vorked on tlieir outi 
account.^ 

These poiver hierarchies are undoubtedly a source of social 
stratification, and again one which does not exactly coincide irith 

An increasing number of professional (and even atademic) people now work 
in large-scale organisations — in private business, nationalised industries, gos’cmmcnt 
bodies, large hospitals, research foundations, and so on. 
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other sources. It may iveU be that a Dorsetshire lando^sner. per- 
haps a Lieutenant-CJortiinander married into the aristocracy, has 
a higher income and occupational prestige, and certainly a more 
elegant style of life, than the Ministry of Agriculture officials v.ho 
refuse to restore his land. The businessman seeking a licence from 
the Board of Trade may have twice the income of the yoimg 
Principal who decides his apphcation. The personnel manager 
in a large firm has a degree of Tace-to-face* power which is quite 
disproportionate to his income. Thus po^ver as a stratifying factor 
cannot be subsumed rmder a simple wealth criterion. 

Secondly, the ‘remote’ po%ver to take decisions affecting not 
merely the individual, but entire categories of persons. With the 
grovshh of scale and the inevitable concentration of decision- 
making, a relativ'ely small class of high executives in both public 
and priv’ate industr}% and also in the Trade Unions, now- v\ields 
a strategic power occasionally ov'er the life of the nation, firequently 
ov'er an entire industry, and continuously ov-er the hundreds or 
thousands of employees of a firm.^ Such power, being inevitably 
v\ielded to some extent in secret, and v\ithout collecting the voices 
of the people most affected, has a quality of remoteness and 
detachment which makes it a particularly fertile source of resent- 
ment, and hence, since the disparities between controllers and 
controlled are so v\ide, of deep class consciousness. 

Now such immense power of fiat, although inseparable fi'om 
the mass organisation t)p)ical of an advanced industrial country^ 
may be more or less autocratic and irresponsible according to 
the institutional fiamework, the social climate of opinion, the 
balance of power between conflicting groups (e.g. employers and 
Trade Unions), and the degree of interv^ention by the state. 
And it was suggested in Chapter I that in private industry' in 
particular it was now' less irresponsible, and altogether more 
circumscribed bv' checks and balances, than was the case a 
generation ago. Nev'ertheless it still commands a v\ide area of 
social life, and stiU giv'es rise to marked hostilities — not only' in 
private industry, but equally' in other large-scale organisations, 
notably' the nationalised industries and the large Trade Unions, 
where an alarming gap, marked by' heav'y suspicion on both 


1 Xfae fact that thi': power resides as obviously in the public sector and the Trzis 
Unions as in prirate industrj' sho\« how far removed the problem is fiom the tradi- 
tional ‘capitalist economic power’ of pre-war socialist theors". 
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sides, sometimes opens out between leadership and rank-and-file. 

Again, this power is not exactly correlated ivith income. The 
heads of nationalised industries, top civil servants, and Trade 
Union leaders are paid salaries in no way commensurate with 
their position in the power hierarchy. (The case of Trade Union 
leaders is a fascinating example of the ‘scatter’ of high status 
attributes: in terms of lineage they might be considered working 
class, by income-standards or occupational status they are middle 
class, as judged by power they are indisputably upper class.) 
Even within industry, with the growth of specialisation, the new 
organisational or technical classes in the middle ranks of manage- 
ment may wield nearly as much power of this kind as higher- 
paid top executives, and certainly more than wealthier men in 
small-scale enterprises.^ 

Pohtical power can also have an influence on class attitudes, 
but in a democracy only, I think, if one party remains in office 
for a long period. If the pendulum is swinging each five years, 
I doubt if the political factor exerts an independent influence, 
since political power is not then thought of as an attribute of 
any one class. But if one party remains in porver (say) for twenty 
years, then attitudes become adjusted to that fact, and political 
power is conceived as being an additional attribute of the class 
on which that party is predominantly based. 

Thus in Britain before the war, when Conservative Govern- 
ments seemed the normal thing, collective feelings of superiority 
and inferiority were intensified by the belief that pohtical porver 
was an additional, semi-permanent attribute of a class which 
already appeared to possess all the other attributes of a ruling 
class. Conversely, in Sweden, the fact that a Sociahst Govern- 
ment now seems the natural order of tilings has a profound effect 
in weakening collective class feehngs, since at least the attribute 
of political power is differently located from the other attributes 
of the ‘upper class’. 

It creates, in other words, a definite ‘scatter’, and prevents a 
concentration, of ‘top-class attributes’. The worker knows that 

1 ‘Organisation people don’t make the big woncy. But though it may be the 
automobile dealer and the osvncr of the local bottling franchise who drive the Cadil- 
lacs, it is the organisation man who now makes the decisions that most affect the lives 
of others, “Those fat cats around here arc falling over themselves entertaining 
Charlie”, says tlie vvife of a plant engineer. “They couid buy and sell us twice over, 
but he’s going to decide the location of tlie new chemical plant,” ’ (Quoted from 
‘The Transients’, by William H. ItTiyte Jr., Fortune, May 1953.) 
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even though his income, occupational status, way of life, and 
whatever else, may be lower than those of his employer, yet ulti- 
mately his political power is greater; and the employer feels the 
.same. Thus political power counterbalances the influence of other 
I class determinants, and hence diminishes the likelihood of strong, 
^coagulated class feelings. But this wfll occur only if the period 
of one-party rule is sufficiently prolonged to cause a definite 
adjustment in psychological attitudes. 

There are stfll other aspects of power of great interest fi:om the 
point of view of class, such as social po^ver in a small com- 
munity.^ This is stiU immensely strong in English lural and 
country to^\ms, where there exists a subtle and elaborate, but 
precise and universally recognised, hierarchy of social power, 
again not exactly correlated with income. But this sort of power 
is essentially a matter of rural or smaU-town class relationships; 
and in industrial Britain the nationally significant determinants of 
class must be sought in urban influences and attitudes. More- 
over local power of this sort is much weaker now than fifty years 
ago, and it is doubtful if it would survive as an important inde- 
pendent influence on social stratification if the other determinants 
were not so strong. 

It is therefore the first two manifestations of power which 
seem, under contemporary conditions, to be the most significant. 
They do not, of coiurse, exhaust aU that can be said about the 
relation of status to power; there are many quaint discrepancies 
tucked away in odd comers of the social map. Members of 
Parliament, for example, presumably on account of a certain 
limited access to power, achieve a social esteem which, although 
by no means high, is certainly higher than could be explained 
by their income, and is perhaps not wholly justified by their way 
of life and consumption habits. 

But such deviant cases are not very common; and power now 
has its main impact on social stratification through either the 
‘face-to-face’ or the remote strategic power characteristic especi- 
ally of large-scale industry. This is a major influence on the 
degree of social inequality, and again one which wfil not be much 
affected by measmes of income-redistribution. 

1 This \vas strongly emphasised by the Lynds in their Middletown studies, especi^y 
in relation to the position of the X family, (v. Robert S. and Helen _M. Lynd, Middle- 
town (Harcourt, Brace, 1929), e.g. p. 301, and Middletown in Transition (ditto, i 937 h 
e.g. p. 91.) 
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VI The Subjective Theory of Class 

But suppose that class is not objectively determined at all? 
Some sociologists now favour a ‘subjective’ theory of class, on 
the grounds that in practice people appear not to think and act 
alike, or to fall into social classes, merely because they have 
similar occupations or incomes or whatever it may be; nor does 
their account of the class system, when questioned, base itself on 
any such objective criteria.^ 

On this view, people belong to the class which they think they 
belong to, or are thought to belong to. Class is simply ^vhat people 
say it is; and the final criteria are the subjective evaluations and 
self-placements of the society itself, as expressed in such phrases 
as ‘they belong to our set’, ‘they don’t fit in with our crowd’, 
‘we don’t know her family’, ‘I never saw her socially in my life’, 
‘they are ordinary people like us’, ‘you feel at home ^vith them’, 
etc. 

‘Classes are psycho-social groupings, something that is essen- 
tially subjective in character, dependent on class-consciousness 
(i.e. a feeling of group membership), and class lines of cleavage 
may or may not conform to what seem to social scientists to be 
logical lines of cleavage in the objective or stratification sense’. “ 
This being so, one uiuravels the class system simply by asking 
people questions. ‘In the final analysis’, writes Lloyd Warner, 
‘individuals were placed by the evaluations of the members of 
Yankee City itself.’® 

It is not quite clear what is meant by calling this a subjective 
view of class. Such a view, if the word is used in its normal sense, 
would appear to imply that a person belongs to a social class 
because he says, or thinks, that he does. Tlus proposition is not 
often advanced, since it would almost imply that an individual 
can select which class he wishes to belong to, in which case the 
word class would surely lose all meaning. Surveys show, for 
example, that most people (though not, of course, the upper 
classes, nor occasionally, for opposite reasons, middle-class Labour 
M.Ps.) assess themselves as middle-class. But if a person says tliat 

1 V. Lloyd Warner, op. cit., Ch. V. 

^ Richard Centers, The P^’chology of Social Classes (Princeton University Press, 
1949), p. 27. 

^ op. cit., p. 90. 
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he is middle class, yet others whom he also considers middle class 
refuse to accept him as a social equal, or to mix with him socially, 
then his self-placement is not confirmed by society. The indis- 
pensable factor of social recognition is lacking; and his self- 
judgment is not a statement about actual stratification, but a 
personal aspiration. Thus merely because a group of people say 
that they are middle class, one cannot treat them as socially 
homogeneous if in fact they are manifestly scattered all over the 
social map. 

But all that appears to be meant by the 'subjective’ view is 
that people belong to a class if they say or think they do, and are 
recognised by others as so doing. This seems quite consistent with the 
definitions of class given at the beginning of the chapter; and 
there seems nothing in any ‘subjective’ view as such which casts 
doubts on the common-sense fist of determinants given above. ^ 

It is true that the method of asking people questions may give 
apparently different results if people are asked not merely what 
class they place other people in, but why. The answers to the 
first question may coincide %vith the results of applying the ob- 
jective criteria, but the answers to the second may bear httle or 
no relation to any objective indices. People may allege that they 
base their class judgments on a, b, and c; but we might observe 
that the stratification resulting from those judgments bore httle 
relationship to a, b, and c, but was closely related to x, y, and 
Then factors a, b, and c are evidently rationahsations of the real 
determinants. No doubt such rationahsation is quite common.^ 
But it in no way affects the possibihty of unraveUing the class 
system by an objective approach. 

It therefore seems reasonable to conclude that class location 

1 The classification elicited by the ‘subjective’ method of asking people quKtions, 
and the objective method of applying external criteria, must of course correspond if 
the objective criteria are correctly chosen. Thus Lloyd Warner found that tvith the 
aid of certain objective criteria he could ‘determine very quickly the approximate 
place of any individual in the society’, even though he placed individuals finally 
according to the evaluations of Yankee City itself (op. cit., p. go); indeed, the corre- 
spondence was so close that he could have abandoned the ‘subjective’ evaluations 
altogether. It is true that this particular correspondence has been criticised as being 
true only of the upper classes in American small towns {v. ‘Social Status and Soaal 
Structure’, by Seymour M. Lipset and Reinhard Bendix, British Journal of Sociology, 
June 1951). But this is only a criticism of the list of criteria; the correspondence would 
be equally true of a working-class area provided the criteria were correctly chosen. 

- Kardiner gives an example from Plainville, where much lip-service was_ paid to 
morals as a criterion of class, although it did not in fact appear to determine d^ 
divisions in the slightest degree. It could hardly be said to be a determinant m Bntam, 
in view of the frequent appearance in court of members of the upper class. 
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is broadly determined by certain objective factors: that these 
factors will naturally vary through time, and between societies: 
but that the factors listed above, although they do not always 
coincide, appear to be the most influential in the advanced indus- 
trial countries of the West. At the same time, class attitudes may 
be subjectively explained or rationalised in rather different terms ; 
and subjective collective evaluations are of course a necessary 
condition of people being conscious of class at all - without them, 
class would be not a social reality, but merely a formal con- 
struction of the social scientist. 


vn Do Classes Exist and Do They Matter? 

Class, in the sense both of class-consciousness and the existence 
of clearly-defined classes, is an exceptionally marked phenomenon 
in British life. These two are not necessarily the same thing. We 
might have class-consciousness, but no classes. Professor Marshall 
has pointed out that in a socially heterogeneous community 'we 
may say that there is a national class system, in the sense, only, 
that class is a feature of the lives of all nationals, but that there 
are no national classes’.^ The lines of class might be diagonal 
and criss-crossing, and the resulting sub-classes interrmngle and 
overlap to an extent which, while it left plenty of scope for class 
feelings, did not allow the clear delineation of national social 
groups. 

Whether national classes exist or not wll depend on how far 
the separate determinants make a few broad and deep incisions 
into the social body, as opposed to innumerable shallow cuts; 
and how far these deep incisions coincide to form a single set of 
national divisions. Of course the coincidence will never be exact, 
as was made clear when the separate determinants were under 
discussion. But it does not follow from the existence of some over- 
lap that every individual is merely an indeterminate bundle of 
conflicting social attributes, some belonging to a higher order 
and others to a lower, with no definite class location. If aU tlic 
separate determinants are influential, it only requires a reason- 
able tendency towards coincident breaks and clusters for national 
classes to emerge. 


1 Citizenship and Social Class, p. 95* 
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This tendency is certainly evident in Britain. The hierarchies 
of education, occupational prestige, and style of life all show 
pronounced and visible breaks; and these breaks broadly coin- 
cide. They do so partly because they are causally related; a 
segregated three-tier system of education^ imposes a correspond- 
ing pattern on the other two criteria. And inheritance is an addi- 
tional factor making for correspondence. Of comse ambivalent 
cases exist. But the correlation is sufficiently close to impart a 
strong significance at least to the tripartite division of working, 
middle, and upper classes. People accept this division subjec- 
tively as a reality; it influences their behaviour to^vards oflier 
people, and their social judgments. And it is objectively real in 
the sense that it would emerge, %vithout asking people for their 
subjective evaluations, from the external application of at least 
the three criteria mentioned above (though not necessarily of 
the income criterion). 

Even a somewhat more refined sub-division is not meaningless. 
People often employ a five-class framework when making social 
judgments (upper, upper middle, lower middle, upper working 
and working). This division also seems to have a genuine subjec- 
tive and objective reality; people who speak in these terms are 
not saying things which their listeners fail to understand; and 
the factor of social recognition is clearly present. The indeter- 
minate cases, of course, ^viU now be more numerous. But even if 
they form quite a substantial minority, the ‘tone’ of social rela- 
tionships ■wiU still be set by the majority whose class position is 
fairly rmambiguous. 

But why does the existence of classes and class-consciousness 
matter? It would matter rather obviously if it gave rise to a con- 
tinuous, violent class conflict. But there is no necessary reason 
why it should. Of course different classes ^viU always have diver- 
gent interests. They must compete over the distribution of class 
privileges, and each has a direct interest in preserving or improv- 
ing its superior or inferior position. The consequence is a real 
class rivalry, either manifest or latent according to historical 
circumstances. 

This rivalry is normally articulated in the political system. 
Except in those countries \vith deep religious or regional divisions, 

^ That is, public, grammar, and secondary modem (plus occasionally technical) 
schools. 
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political parties are usually horizontally based, each party draw- 
ing its main support from particular class strata in the popula- 
tion. In Britain, for example. Labour and Conservative voters 
are more accurately divided by the median line of class position 
than by any other single factor. This is not to say that class 
location alone determines political opinions, or that the corre- 
spondence is other than ragged and untidy. It is notorious that 
some ‘middle-class’ electors habitually vote Labour, and a great 
many ‘working-class’ electors vote Conservative. This proves 
(according to taste) that some people either do not know 'ivhere 
their true interests lie, or that they know and act irrationally 
nevertheless,^ or that they know but are quite rationally influ- 
enced by non-class factors. 

Naturally a two-party system cannot reflect, say, a fivefold 
class division. Yet even a more refined class construction appears 
to be mirrored in political attitudes. If the entire upper one-third 
of the population is sub-divided into broad social categories, and 
these are arranged in descending series according to income and 
occupation, then the lower the category, the higher the ratio of 
Labour to Conservative voters.^ 

But the fact that classes have divergent interests, wliich are 
expressed in political terms, does not mean that violent class 
conflict is endemic in our society. The Marxist theory of class 
conflict was based on a theory of ‘internal contradictions’ : ‘the 
basis of the class struggle is the contradiction betiveen material 
productive forces and existing relations of production’. No doubt 
this contradiction has existed at certain periods of histoiyq no 
doubt also, even when it has not, class conflict can be all too easily 
induced by unbearable material conditions, or economic insta- 
bihty, or extreme contrasts between poverty and ■wealth. But 
neither the inner contradiction, nor any of these other factors, is 
present in Britain to-day; and the various changes described in 
Part One may be taken as excluding the likelihood of any explosive 

^ It is clear that no rational interpretation can explain all political behaviour. One 
cannot, for example, explain Communist or Fascist attitudes in terms which do not 
also explain the propensity of these parties, not shared by more moderate parties, to 
daub slogans on walls. 

2 V. John Bonham, The Middle Class Vole (Faber, 1954)- Mr- Bonharn’s total 
‘middle class’, defined as all those in non-manual employment and numbering v,itli 
their families some 10 million voters, divided 3 : i in favour of tlie Cons^eitivcs 
in 1951. If clerks, small shopkeepers and similar groups arc racIudM, the ratio 
becomes 5:1; and if only well-to-do proprietors, managers and tlic higher protes- 
sions are included, it becomes la : i. 
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conflict. The dispute over the distribution of class privilege 
■will remain pacific and tolerant, held firmly within the limits of 
democratic procedure. 

But this greater equanimity of class relations does not neces- 
sarily lead to a pro rata diminution in class-consciousness, or even 
a blurring of class Hnes; and the reason why class matters in 
Britain is that a high degree of class-consciousness and a strongly- 
etched class hierarchy, such as we still have, at once implies and 
involves a correspondingly high degree of social inequality. 
Subjectively, it involves particularly strong collective and indi- 
•vidual feehngs of class position, -which are at least potential 
causes of antagonism and resentment. Objectively, it implies -wide 
gaps in respect of the various class determinants — income, power, 
style of life, and so on; and this in turn leads to an exceptional 
degree of cultural differentiation, and lack of uninhibited social 
intercourse between the different classes. 

No\v this state of affairs is not immutable. Nobody supposes, it is 
true, that class-consciousness can be wholly eliminated in any 
society. Nor is there any unit of measurement by which one society 
can be judged to be t\vice as class-conscious as another. Yet 
clearly subjective class feelings, and fi-eedom of social intercourse, 
can be either greater or less; and on this basis descriptive and 
comparative statements about different societies are not meaning- 
less. Thus it is not absurd to say that Elizabethan England Avas 
less of a class society than feudal England, or contemporary New 
Zealand than Eg)q)t, or Illinois than New England, or Sweden 
than Great Britain. 

Differences in the degree of class-consciousness and social 
inequahty between different countries -would appear to depend, 
according to the argument of this chapter, broadly on the follow- 
ing influences. (In practice of course tiiese are mixed up; they are 
distinguished only for convenience.) Fjjst, the technological 
factor: the stage of economic development reached, and in par- 
ticular ^vhether the system of production is sufficiently primitive 
to give rise to a fe^v clear-cut economic classes, each functionally 
related to the means of production, and to deal out goods in such 
meagre quantities as compared -with people’s aspirations that 
social attitudes are dominated by crude economic resentments, 
f Secondly, the mobility factor: the degree of vertical mobility 
fcetwe^ classes, and the area of free social movement. Clearly 
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the greater the mobility, the greater the degree of social equality 
and free social intercourse; and the less the social system will be 
frozen into clearly defined and sharply separated strata. 

Thirdly, the distance factor; the extent to which the various 
determinants of class make deep incisions, the social distance 
between these incisions, and generally the length of the status 
ladder in each of the separate spheres. These determinants, as 
listed earher, are monetary wealth, occupational prestige, 
education, style of hfe and consumption habits, and power (of 
which the middle three appear in Britain to be the most import- 
ant and the most closely correlated). To a greater or lesser extent, 
the scatter or concentration of these determinants is under social 
control ; and a society therefore has it witliin its poiver, if it so 
wishes, at least to influence the degree of class-consciousness and 
inequality. 

The discussion of class does not of course exhaust tlie subject 
of social equality. Even if national classes were to wither away, a 
status hierarchy of some sort would still exist; for any society 
must have some structure of conventional and accepted rankings. 
It is conceivable that such a status hierarchy might be as rigid 
and unequal as the class hierarchy which it supersedes. Tltis is 
perhaps unlikely in practice; it is hard to believe that the dis- 
appearance of broad class demarcations, and their replacement by 
a continuous series of status gradations, would not diminish social 
inequality. 

But if it does not, or if it still leaves too great a gap beUs'een the 
top and bottom of the status scale, this ^vill make little difference 
to the direction of policy. In any given countr>', either a clear class 
stratification, or extreme status inequalities, are likely to rest on 
the same broad set of social factors ; and ^vhetl^cr one is interested 
in class-consciousness as such, tlierefore, or in inequalities of 
status in some more general sense, the programme of action for an 
egaUtarian will be much the same. 



IX 


THE CASE FOR SOCIAL EQ,UALITY 

I The Economic Welfare Argument 

I T still has to be shown that more equality would be a good 
thing. This caimot now be demonstrated by certain economic 
arguments which were often xxsed before the war. 

At any time up to 1939, the case for greater equality, at least 
of incomes, seemed self-evident. By making the rich less rich, 
the poor could be made less poor; and to all those ^vith a social 
conscience this seemed a sufficient and conclusive argument. It 
appealed to every humanitarian sentiment, and to ordinary 
feelings of justice and compassion; while on the intellectual plane 
it was reinforced by the powerful influence of utilitarian thought. 
Poverty in the midst of plenty seemed obviously repugnant, and 
great wealth a disgrace because it appeared the cause of great 
poverty. To take some caviar from the rich, and distribute it in 
bread to the poor, was a clear moral imperative. 

But we have now reached the point where further redistribution 
would make httle difference to the standard of living of the 
masses; to make the rich less rich would not make the poor 
significantly less poor. If we distributed aU surtax incomes 
amongst the working class, the latter would gain by at most a fe^v 
shiUings a week per head ; and nobody supposes that even this is 
possible in practice. The main prop of traditional egalitarianism 
has been knocked away by its o^vn success. 

Further redistribution tiierefore cannot be clearly justified by 
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the once-pop^ar argument that to take away from a rich man, 
and to give it to a poor man, wll manifestly increase economic 
welfare. It is not that the argument itself has become untrue, but 
sinaply that if we are considering vertical redistribution between 
entire social classes, there are too few pounds. When tlie pound 
taken from the milhonaire has to be spread in farthings amongst 
960 beneficiaries, the welfare criterion inevitably gives an am- 
biguous answerj and few people rvould judge that a clear gain 
would result. 

There is the further difficulty that any practicable redistribu- 
tion, now that the extremes of wealth are so much less marked, 
would never be simply between rich and poor, but would also 
affect much larger numbers of intermediate people; and here it 
would be singularly hard to measure the gains against the losses. 
Generally, the further away we move from extreme inequality, 
the harder it becomes to draw up any agreed balance-sheet, and 
the more likely people are simply to differ hopelessly about 
whether economic satisfaction would or ^vould not be increased by 
further vertical redistribution. 

The traditional welfare argument, therefore, while it still 
justifies selective measures of redistribution towards small groups 
whose average gain might be significantly large, no longer clearly 
justifies overall measures of vertical redistribution; and one can- 
not state unequivocally that a greater equality of income will 
increase economic welfare. 

Then what is the justification for continuing to preach greater 
equality? Why should the much-taxed rich, who have already 
lost so much, be further milched, if the result is not to be a clear 
increase in welfare ? Socialists have been slow to realise tliat these 
are serious questions (especially now that they arc backed by 
plausible arguments about incentives and personal satangs) ; tliey 
often continue to speak as though the egalitarian case still rested 
on a self-evident proposition about welfare.^ But in fact if we want 
more equality, the case for it must rest on statements largely, if 
not entirely, unrelated to economic w'elfare." 

^ cf. the statement in New Fabian Essays'. ‘The more ct'cniy wealth is divided the 
more welfare it will promote’ (p. 71). 

- Another economic argument often used before the war has also lost its force: 
namely, that a greater equality of wealth, because it would raise consumption at the 
expense of saving, was essential to full employment. To-day the problem is to increase, 
not diminish, savings. 
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n The Personal Envy Argument 

Nevertheless the case can still rest firmly^ as I beheve, on 
certain value or ethical judgments of a non-economic character: 
on a behef that more equahty, even though canning feAv implica- 
tions for the sum of economic satisfaction, would yet conduce to a 
‘better’ society. This I beheve to be so for three reasons, relating 
respectively to the diminution of social antagonism,' to socid 
justice, and to the avoidance of social Avaste. These \vill be con- 
sidered in turn. 

Extreme inequahties can ob\dously give rise to antagonism by 
evoking purely individual feehngs of fiiistration, envy, and resent- 
ment. In the past, such feehngs have usuaUy been associated ^vith 
glaring inequahties of wealth. Even economists have long realised 
that high consumption by the rich cannot be treated in isolation 
as merely giving a certain quantum of satisfaction to the rich 
consumers; it also has consequences for other people’s states of 
mind. ‘The affluence of the rich’, ^\Tote Adam Smith, ‘excites 
the envy of the poor, who are often both driven by want and 
prompted by envy to invade his possession.’^ 

In contemporar)'^ Anglo-Saxon society the poor are no longer 
driven by want to invade the possessions of the rich; and I doubt 
whether at present levels of real wages they are individually much 
prompted by envy. Contrasts in wealth, taken in isolation, do not 
now seem to cause mdespread resentment. The ordinary worker 
feels no very bitter antagonism to the ostentations of a George 
Dawson or a Lady Docker (though he feels a great deal to any 
suggestion of higher salaries for his Trade Union leaders; while 
the whole population becomes consumed with rage at the idea of 
paying M.Ps. £1,500 a year).^ 

1 The Wealth of J>fations (Methuen, 5th ed.), p. 203, 1. 

~ Some people think that the external economies of high consumption now actually 
ouUveigh the diseconomies — that the poor derive so much beatific happiness from 
swooning over the gold-studded adventmes of Aly Khan or even Diana Dors, or from 
standing in pouring rain to "watch a fashionable ivedding, that they would be ve^ 
upset if these acdvities svere cmtailed. No doubt some innocent pleasiue is given by 
such goings-on. But one need not worry that any conceivable degree of equahty Vim 
bring them all to an end. Even if all the present inmates of The Taller were to be 
thrust down into poverty, and all Dukes to disappear below the median line o 
incoine, we should still have plenty of attractions; fi l m stars, for example, will surel> 
prove intmlnerable to social change, and tvill continue, though srith incomes sonie- 
what pruned, to show an undiminished zest for glamorous (if transient) matrimonial 
adventures. 
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But there is a good deal of resentment still at non-pecuniary 
inequalities. Many workers become exceedingly irritated at the 
social privileges of the staff within their own factories, and at the 
general implication, conveyed in a hundred little ways, drat 
'staff’ represent a higher social class than ‘labour’. Even more 
evident are the resentments at educational disparities; of the able 
self-made man at the culture, the smooth assurance, and the 
better prospects of the public-school boy whom he feels has had, 
though no more gifted than himself, an undeserved and flying 
start in life: and above aU of the parents whose son has failed the 
grammar school examination, and who, unmollified by the 
seeming justice of the process of selection, resent that he should be 
condemned so young to an inferior education, worse prospects, 
and a lower social status. And these feelings are neither unnatural 
nor deplorable, but based on a simple view of what is just and 
fair. 

How widespread these personal frustrations, directly traceable 
to social inequalities, are in Britain, no one of course can say. 
One could argue indefinitely to and fro, with a socialist perhaps 
taking one view, and an upper-class landowner, pointing to his 
placid self-contained village community, rvith its contented 
tradesmen, devoted household staff, and almost patriarchial 
atmosphere, taking the opposite one. At any rate, there \vould be 
too much doubt and disagreement to justify' an egalitarian policy 
simply on grounds of personal resentments. 


HI The Persistence of Collective Resentments - Bevanism 
and Industrial Discontent 

But what cannot be disputed is the wdespread persistence of 
collective manifestations of discontent, which occur when resent- 
ments are articulated in, and then fed by, overt, explicit group 
hostilities. 

Such hostilities are most apparent in industry, where they 
express themselves in unofficial strikes, lack of co-operation, and a 
general atmosphere of suspicious antagonism. I do not, of course, 
mean to suggest that industrial relations are worse in Britain than 
in most other countries — tlrey are not. And tliey arc infinitely 
better than they were 20 or 30 years ago. But arc tlicy not ^s'orsc 
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than one would expect, considering the absence of the normal eco- 
nomic irritants ? Traditionally, industrial antagonism is caused by 
unemployment, poverty, falling real wages, or a wage offensive by 
employers. None of these causes is present, yet a surprising amoimt 
of unrest persists. This surely suggests that it has not an economic, 
but a sociological origin; and it is significant that ^rith a few 
exceptions, such as the railways, there is little correlation bet\veen 
low wages and bad relations. Rather, indeed, the reverse; those 
industries the most susceptible to -wild-cat strikes - coal, docL, and 
the metal and engineering trades — are exceptionally high-^vage 
occupations. 

A parallel phenomenon is apparent in the pohtical sphere. A 
cormtry’s pohtical deportment, and the atmosphere of its debates, 
■will normally reflect — aUo^ving, of course, for the vagaries of 
national character — the degree of underljong social tension. Now 
British Parhamentarians are well accustomed to recei-ving, and 
graciously acknowledging, the admiring congratulations . of 
foreign -visitors on the tolerant and fidendly atmosphere of the 
House of Commons, the gentlemanly conduct of debate, the inter- 
party social intercourse, the absence of fisticuffs and unruly 
scenes; and undoubtedly these agreeable features of our pohtical 
life are conspicuous by international standards. 

But before we deduce from this the absence of serious social 
tensions, "we must consider whether these easy-going inter-part)'^ 
relationships are not misleading, inasmuch as they distract 
attention from the true locus of pohtical bitterness, which is no’iv 
■^vithin the Left itself. The most angry quarrels in recent British 
pohtics have erupted not in the Chamber of the House of Com- 
mons, but in upstairs committee rooms, at the annual Labour 
Conference, and in local Party meetings. 

These quarrels on the Left were particularly violent for some 
years after 1951. It is difiicult to argue that they were about 
anything real, or that the so-cahed Right and Left were genuinely 
di-vided by serious, clear-cut pohcy differences,^ But this is 
irrelevant; bitter or resentful feelings often fail to clothe themselves 
in cool, rational statements of pohcy. It is the depth of the bitter- 
ness, and not its verbal formulation, which is significant; and this 

1 Consider the ludicrously disproportionate furj' aroused in 1951 by a dispute as 
to ts’hether ;i^^300 millions more or less should be spent on armaments out of a nauon 
income of ,£^13,000 millions. 
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was abundantly displayed during the ugly, long drawn-out history 
of the ‘Bevanite’ dispute. 

This bitterness is only a reflection of a cxuriously strong tendency 
within the Labour Party towards a suspicious, militant, class- 
conscious Leftism.^ It is a tendency which goes too deep to be 
explicable merely in ‘terms of the brilliant personality of its most 
recent mouthpiece - Mr. Bevan only articulated a resentment 
which was already there. Nor can it be explained away as an 
inevitable reaction to Britain’s changed and vulnerable position 
in a world dominated by America, Russia, and the hydrogen 
bomb. Certainly anti-Americanism, and a vague semi-pacifism 
and semi-neutralism, are obvious symptoms of the mood; anti- 
Americanism in particular is an alrnost universal left-rving 
neurosis, springing from a natural resentment at the transfer of 
world power from London to Washington, combined with the 
need to find some new and powerful scapegoat to replace tire 
capitalists at home, their utihty in this role being much diminished 
under full employment and the Welfare State. 

But the world situation carmot provide the basic explanation. 
The actual divergences between Left and Right on defence or 
foreign policy were often far too trivial to account for all tire 
bitterness; moreover this would not explain rvhy it should be 
concentrated in particular social groups and at a particular point 
in the pohtical spectrum. Anti-Americanism and anxiety over 
nuclear weapons are no more the real explanation of militant 
Leftism, than anti- Communism is of American McCarthyism; 
in both cases these are simply rationalisations of some deeper 
discontent. 

The persistence of so much political resentment in Britain is 
surely surprising. Of course it is less marked than in certain Con- 
tinental countries, and than it was before the war - but so it 
should be. One does not expect all coimtries to run tlic same 
political temperature at all times. W e should expect extremism to 
be rampant, and tempers high, in societies suffering from unem- 
ployment, or low living standards, or huge disparities between 
wealth and poverty. But we should not expect it in countries 
enjoying, as Britain does, full cmploymient, social security, rising 

1 I use the terms Left and Right only as the>' are now conventionally, though oddly, 
applied. In fact if Left is taken to imply intellectually radical, and Right inlcllcctua ly 
traditional, they should be transposed in their application to the two wings of the 
Labour Party. 
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real incomes, and (by historical standards) a marhed equality in 
the distribution of incomes. (Or we might expect it in countries 
suffering from ^dolent ethnic, racial, or rehgious tensions; but 
Britain is fortunate in being immune from all of these.) 

And it is significant that the Scandinawan cmmtries, -vs^hich 
have broadly the same political and economic climate, can show 
no similar degree of bitterness on the Left, and no parallel to ouf 
mihtant Leftism. Is it just an accident that the one respect in 
which they differ conspicuously from us is in the degree of social 
equahty and class stratification? 

It seems at least conceivable that the persistence in Britain, 
despite aU the social and economic improvements of the last t\\'o 
decades, and in the face of a naturally amiable and even sunny 
national character, of so much resentment, so many imofficial 
strikes, so many touchy, prickly, indignant and frustrated citizens 
in pohtics and industiy'^, AWth grudges against society and grievances 
at ^vork, sending telegrams and passing angry resolutions, 
flocking to meetings not ^\dth badges, but A\dth chips on their 
shoulders, peevishly waiting for someone to knock them off: 
that this can be traced to underi}Tng sociological causes, and 
partakes, even if often sub-consciously, of that resentment against 
social inequality -which is characteristic of class antagonism. 


w The Theory of Social Politics 

The possibility of a sociological cause has been rather neglected 
in this countr)^, where ^ve still tend to assume that politics, and 
industrial relations, should be interpreted in basically economic 
terms. But -whatever may have been true in the past, -we must 
no-w distinguish between ^vhat may loosely be called Economic 
Politics and Social Politics. I do not mean that the distinction is 
ever complete or clear-cut, only that there is a definite bias in one 
direction or the other. ^ 

Economic Pohtics are characteristic of any countty’^ or situation 
to which a Marxist analysis might pla-usibly be apphed. Thus they 

1 Some American ■ivriters, wth broadly the same ideas in mind, have distinguish^ 
between class politics and status politics, (p. Tht Krju American Right, ed. Dan^l Bell, 
Criterion Books, New York, 1955.) I am not sure that this is a wholly satisfactory 
distinction. But the analwes in Mr. Bell’s book of the social roots of McCarthjTsm 
(especially the essaj-s of Professors Riesman, Lipset, and Hofstadter) have greatly 
helped to clear my mind on this ■whole subject. 
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are typical of periods of growing pauperisation, depression and 
mass unemployment, falling real wages, and a sharp polarisation 
of classes. It is at such times, when a direct clash of economic 
interest occurs between clear-cut productive classes against a 
background of material scarcity, that economic issues are the 
main determinant of political attitudes. 

Social Politics are characteristic of periods of prosperity, rising 
incomes, full employment, and inflation, when attention is 
diverted from economic to social issues not only for the obvious 
reason that as living standards rise, and the problem of subsistence 
fades away, people have more time and mental energy to spare 
for non-economic discontents, but also for another re2Lson. 

Prosperity is typically associated with rapid economic change - 
either the sharp change from depression to boom, or the steadier 
change characteristic of any period of rapidly advancing tech- 
nology. Such changes inevitably cause large shifts in relative 
incomes. As a result, the income hierarchy gets out of alignment 
with the class or social hierarchy. The latter, based on socially 
recognised evaluations having deep roots in the past and backed 
by a heavy weight of tradition, cannot adjust itself witli sufficient 
speed to changes in the former. Consequently, some social groups 
feel that their position in the social hierarchy is not commensurate 
with their new and higher income status, while others feel that 
their worsened relative incomes are not commensurate Avith their 
traditional position in the social hierarchy. Such feelings arc 
exceptionally productive of class tensions and resentment, although 
these will not be located, as they are under Econonuc Politics, in 
the worst-off, but in relatively well-off sections of the population. 

Examples of the latter gi'oups, which feel their social position 
menaced, not indeed by absolute poverty, but by the prospect of 
humiliating relegation as pre\dous social rclationslrips arc dis- 
turbed by economic change, are certain sections of the European 
middle classes in tire 1920s, threatened by inflation and turning 
to Fascism to protect their class position; or the old-family Anglo- 
Saxon upper class in the United States, left far behind in the 
economic race, steadily losing its crstrs'hilc dominance to ncrs'cr 
immigrant groups and the rising industrial middle class, and 
expressing its resentment in vehement support for the extremist 
rving of the Republican Party: or, in Britain to-day, certain 
salaried classes (e.g. teachers) or skilled groups (c.g. compositors, 
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or members of A.S.L.E.F. on the railways) whose differentials 
have been narrowed by inflation, and whose relative income- 
position is much worse both than it was before the war and than 
the degree of skill would appear to justify: or, again, the lo%ver 
managerial grades in industry, who, ha\dng now lost much of 
their income-advantage over the wage-earners, react by emphasis- 
ing their social, non-pecuniary higher status. 

Examples of the former groups, -whose economic status has 
risen %vithout a corresponding promotion in the social scale, are 
any nouveau-riche business class suddenly enriched by inflation or 
full employment, from Texas oil miUionaires to small shopkeepers 
or sole proprietors, now highly prosperous but still socially in- 
secure, feehng themselves sHghted both by the gentry and the 
intelhgentsia, en-vying the self-assurance of the one and the 
culture of the other, and growing resentful at their lack of social 
recognition: or, as so often in the U.S.A., immigrant groups of 
workers, for long excluded from the better occupations, who, 
having no^v finally achieved a satisfactory economic status, yet 
still encounter social snobbery and disdain from the native stock, 
and turn angrily to McCarth-yism to demonstrate their ioo% 
Americanism: or, again, certain fortunate sections of the working 
class suddenly propelled by fuU employment towards an altogether 
higher income status than any to which they had previously 
aspired, yet still labelled and looked upon as ‘working class’ 
or ‘labour’; or, more generally, that section of the -working 
class whose earnings rise most rapidly at a time of rising 
producti-vity. 

Surely it is these last two groups which, in Britain, are no^v the 
main source of both industrial and political discontent.^ On the 
industrial side, the industries with the worst relations, and the most 
susceptible to outbursts of antagonism, are the coal-mines, the 
docks, and sections of the engineering trades. It is significant that 
the workers in these industries not merely enjoy exceptionally 
high -wages, well above the average for industry as a whole, but 
have experienced a notable relative rise in the income structure 
vdthout, however, gaining correspondingly in social prestige. 
The result is a marked discrepancy between the new economic 
and the old social status. 

1 Though a subsidiary source is to.be found in the penultimate one of the groups 
mentioned earlier (e.g. skilled railtvaymen and teachers). 
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May this not be the fundamental cause of these industrial 
discontents? Certainly this view finds support in such few socio- 
logical studies of these industries as have yet been made. ‘The 
miner still believes’, wrote Mr. Zweig, ‘that both the public and 
the management are against him, and he has the nobody-likes- 
me feeling. He still remembers all the sayings against him and all 
the catch-phrases used by the snobbish “petty bourgeois”. ... He 
was, and as a matter of fact still is, looked down on. . , . Even his 
own son who has managed to get away from the mines might 
look upon his father as someone who was unable to do better. . . . 
Probably as this inferiority complex has developed it has by way of 
compensation . become a superiority complex expressed in die 
aggressive attitude which the miners sometimes assume.’^ 

Another study speaks of ‘the belief that the public regards the 
miner as an inferior type of being and almost a social outcast. 
These are strong words, but nothing weaker wll convey the 
intensity of the miners’ comdetions. . . . Many of the apparently 
futile quarrels over wages are expressions of a feeling that the 
men’s services, and hence the men themselves, arc under- 
valued. . . . The absence of baths was seen as a social stigma rather 
than a physical inconvenience. In the same way, the proposal to 
employ Poles or Italians in the pits is interpreted as an insult; 
what they really resent is the suggestion that only unemployed 
foreigners can be conscripted to do the miner’s work.’- 

The same concern with social status emerges in the docks. 
‘The attitude of other people towards them has created wide- 
spread resentment among dock workers and provoked them to 
aggression and hostility which on occasion has led to outbreaks 
of violent or anti-social behaviour. ... In spite of the improve- 
ments in wages and conditions which have taken place dock 
work still remains a relatively low-status occupation. . . . For 
their part, the dock workers have become more self-conscious.’ 
Thus they excused themselves for being dock workers, and ‘some 
of those with children at grammar schools admitted that they 
had told the children to do their best to conceal the fact that 
their fathers were dock workers.’® 

This combination of a newly-won high income status, and an 

^ F. Zwtig, Men in the Pits (GoUancx, PP- 

~ The Worker's Point oj Vino (Acton Society, 1952), PP- 1 J-12. 

3 The Dock Worker (Liverpool University Press, 1954), pp- 55 *C- 
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apparent obsession with low social status, is significant. And it is 
noticeable that even outside the mines and docks, a large pro- 
portion of disputes are not only in high-wage industries, but also 
are not concerned with wages or conditions at all. Rather they 
revolve around points of prestige and power: the failure to con- 
sult about overtime, the rights of shop-stewards, the dismissal of 
workers, the choice of foremen, and questions of disciphne gener- 
ally - all issues which appear to reflect a feehng amongst well- 
paid workers that their economic importance is not properly 
reflected in an enhanced social status and dignity.^ 

Militant Leftism in pohtics appears to have its roots in broadly 
analogous sentiments. Every Labour pohtician has observed that 
the most indignant members of his local Party are not usually 
the poorest, or the slum-dwellers, or those with most to gain from 
further economic change, but the younger, more self-conscious 
element, earning good incomes and Hving comfortably in neat 
new council houses: skilled engineering workers, electrical 
workers, draughtsmen, technicians, and the lower clerical grades. 
(Similarly the most mihtant local parties are not in ■ the old 
industrial areas, but either in the newer high-wage engineering 
areas or in middle-class towns; Coventry and Margate are the 
characteristic strongholds.) Now it is people such as these who 
naturally resent the fact that despite their high economic status, 
often so much higher than their parents’, and their undoubted 
skill at work, they have no right to participate in the decisions 
of their firm, no influence over pohcy, and far fewer non- 
pecuniary privileges than the managerial grades; and outside 
their work they are conscious of a conspicuous educational handi- 
cap, of a style of life which is stiU looked do'wn on by middle- 
class people often earning little if any more, of differences in 
accent, and generally of an inferior class position. 

It is, I think, this failure of social assimilation which creates 
antagonism, and explains its concentration in those groups which 
have risen or are rising economically, but whose social aspira- 
tions seem somehow blocked by our deeply-set class stratification. ^ 

1 Alternatively the disputes are inter-Union ones (as recently in printing, railways, 
and shipbuilding), and due to the resentment of skilled workers at their loss of (rela- 
tive) economic status as a result of inflation. 

2 It is sometimes said that there is no particular significance in this concentration 
of militancy in the better-paid section of the working class, since the skilled artis^ 
class has kustorically always provided the radical and militant leadership tor the 
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Poised as we are halfway between extreme inequality and genuine 
equality, we seem to be getting the worst of both worlds. Again 
one reverts to the contrast with Scandinavia, where, in societies 
with less rigid class divisions, people of equivalent economic status 
have a relatively much higher social status; and one remarks 
again the freedom of those countries from any corresponding 
discontents. 

Of course one cannot prove that this interpretation is correct. 
The explanation might be simpler -the dogged sundval, for 
example, of bitter memories of past industrial conflicts and in- 
justice, or merely a failure to eradicate Communist influence. 
But the prima facie evidence is surely strong. 


V The Ideology of Class Belrayal 

It is confirmed, I believe, by the persistence, amazing in the 
light of (he changes described in Part One, of an unusual British 
phenomenon, the Ideology of Class Betrayal or Contamination. 

By this I mean the touchy, defensive, almost neurotic fear tliat 
‘the class enemy’ will somehow fatally weaken the working class, 
either by seducing its leaders away or insidiously corrupting their 
minds. This in turn sets up a defence mechanism, of wlrich the 
most obvious manifestations are the deep hostility, couched in 
the language of class betrayal (‘he’s gone over to the boss’s side’), 
shown to the worker who takes a supervisory or managerial post, 
and the antagonism towards Trade Union leaders, prcwously 
trusted figures, who ‘go over’ by becoming members of Nation- 
alised Boards.^ Even ordinary Trade Union officials are some- 
times suspected of contamination if dteir way of life, tlieir cars, 


workers. But there is no evidence for this in British labour history. During the latter 
half of the last century, the skilled workers, typified by the Amalgamated Society’ of 
Engineers, stood throughout for extremely moderate policies; while the more radical 
New Unionism which sprang up in the i88os drew its support from tJtc_ unskilled 
and worst-paid workers. The exceptionally militant industrial action of the immediate 
prc-1914 years was again concentrated in relatively low-wage industrira; while 
throughout the inter-war period it was the miners, tiicn almost the worst-paid section 
of tire working class, who were always the most radical element. 

One catches occasional hints of a parallel attitude on the otlicr side, as when 
prominent socialist Old Etonians arc labelled ‘traitors to their class’. But whether 
due to the fewness of such hybrid creatures or the greater self-confidence of the upper 
classes, tliis attitude is not nosv very -widespread. 
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or their incomes are thought to approximate at all closely (^viiicl; 
they never do) to those of the employers.^ 

This attitude is absurdly irrational to-day, ^vhatever might have 
been its justification 50 years ago.^ It implies that the interests o' 
labour and management must imder all circumstances conflict 
whereas everyone no\v recognises that although they may di- 
verge (as over the wage bargain), they may also coincide (as 
over higher productivity). Nobody now rationally believes in a 
theory of irreconcilable conflict, or that anything ivhich helpj 
the management must ipso facto hurt the workers, or that the 
most efficient -workers should not rise as fast and as far as the-j 
can, or that Nationalised Boards should be empty of Trade Unior 
representatives; yet each of these beliefs is implicit in the ideology 
of class betray’^al. (This ideology is thus •whoUy’- inconsistent with 
the reiterated claims, often made by^ the very same class ‘patriots’, 
that more managerial posts should be filled by workers, and mon 
Trade Unionists be appointed to Nationalised Boards.)® 

And even if the lines of labour-management conflict -^s^re more 
clearly d^a^s^l than in fact they are, such defensive fears irauld 
still be quite disproportionate in the light of the present massive 
strength of the working-class movement They might be -^var- 
ranted if the -working class had its back to the ivall, and was in 
imminent danger of defeat -in such a situation all kinds of 
nervous and suspicious doubts are natural. And indeed an ideo- 
logy of betrayral and contamination is historically’^ characteristic 
of minority racial or religious groups fearing persecution, or the 
loss of their identity by absorption into some larger mass. So 
some Negroes in the U.S.A. have a touchy’ suspicion of anything 

1 It vrould be unthinkable in England for Trade Union leaders to be paid the sort 
of salaries tvhich are quite normal in the U.S.A hlr. Beck, for example, the head of 
the Teamsters’ Union, in addition to a salary of ,000 a year, lives rent-free in 
a $160,000 house bought by the Union, not to mention has-ing a Union-otraed 
Cadillac, plus caterers and gardeners as needed. ‘It’s a lovely place’, sat-s Mr. BecE 
‘Doumstairs I have an o£ 5 ce and a bar, a movie-projection room, and a pool table. . . . 
There are tsvo tivo-car garages, a swimming pool and a bath house.’ (Quoted in 
Fortune, September 1955, pp. 84-5.) No doubt this is an extreme example; but the 
contrast in attitudes betiveen the two coimtries is still sdolent. 

2 It is also extremely ivastefiil when it prev-ents, as it often does, ex-Trade Unioimts 
who have worked their svay through University from coming back to responnblc 
positions inside the Trade Union movement. Such people are positivdy forc^ into 
‘bourgeob’ occupations. The American Unions gain tremendously in effectiveness 
through not hasing such inhibitions. 

3 cf. the furious outcry amongst political militants against Sir Stafford Cnp^ 
when he once ventured to suggest that there svere not sufficient trained and educated 
W’orkers to make a success of workers’ control. 
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which smacks of ‘Uncle Tomism’, and a nagging fear that their 
leaders or popular successes •will be seduced into racial treachcr)' 
by the white man’s glamorous culture;^ so in tlie face of anti- 
Semitism a section of Jews will aggressively over-emphasisc their 
Jetvishness; and so devout religious sects t\dll lay do^\^l all manner 
of detailed prohibitions to prevent contamination by ‘the ^\•orld’. 

But such desperate protective safeguards become absurd in a 
situation of strength; and there is something almost comical - 
though also highly damaging to the socialist ideal -about the 
entrenched and unassailable British working class displaying a 
deep sense of injury and betrayal when some of its members are 
rash enough to take the slogan of equal opportunity seriously. 

Yet the persistence of this mood, despite its obwous irration- 
ality, is significant. Reflecting as it does a deep-seated social 
insecurity and lack of confidence, it is eloquent of the strength 
of class-consciousness, and lends credence to tire ■view that our 
class stratification is a direct incitement to social antagonism and 
resentment.^ 


VI Socialism, Human Nature, and Social Contentment 

But it is sometimes said that one is doing something disgraceful, 
and merely pandering to the selfish clamour of the mob, by 
taking account of social envy and resentment. This is not so. 
These feelings exist, amongst people not morally inferior to tliose 
who administer such high-minded rebukes; and they are quite 
natural. It is no more disgraceful to take them into account 
than many other facts that the politician must attend to - such 
as the greed of the richer classes, who claim they must have 
higher monetary re\vards and reduced taxation as an incentive 

^ cf. the sporadic attacks in the Negro press on Miss Earlha Kitt for her alleged 
preference for going out with white men rather than with members of her own race. 

- There are some counterparts to these feelings at the upper end of the social scale, 
though for obvious reasons they arc much less strong. One is a sense of guilt about 
the contrast between riches and poverty. Mr. Stephen Spender, speaking of his early 
political days, writes that ‘I was driven on by a sense of social and personal guilt’. 
{The God That Failed, Hamish Hamilton, 1950, p. 271); and it was such a feeling 
that explained the almost mass appeal of the Popular Front and the Left Book Club 
in the 1930s to the comfortably-off classes. Of course it needed an unusual combina- 
tion of circumstances to cause a guilt neurosis on so huge a scale; and the feeling is 
much less strong amongst the rich to-day — partly bcc.ausc uncmplowncnt and 
poverty have so largely disappeared, and partly, no doubt, because they fee! they 
have expiated their guilt by (reluctantly) accepting surta.x rates of 191. in the pound. 
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to greater effort, patriotism being evidently not enough. If aU 
em^’- (or aU rapacity) could disappear by a wave of the wand, 
or by the peripatetic performance of Buchmanite pla^^, then -^vell 
and good. But as it %s'ill not, it is a social fact of cariffnal import- 
ance; and since it makes society less peaceful and contented, it 
is wong not to tr>- and adjust affairs in such a ^vay as to minimise 
the provocation to it. 

In fact, of course, the emty often takes a form ^vhich by no 
extreme of bigoted intolerance could be condemned as cupidity 
or selfishness, as when it is inspired by inequalities of education^ 
opportunity. The upper and middle classes think it not repre- 
hensible, but the mark of a good parent, to show anxious concern 
over a child’s education and future prospects. They isuuld be 
um\’ise, then, to censure the emty of \TOrking-class parents for 
the better education, the ^wder \istas, and the superior prospects 
of richer children than their onu. 

"WTien discussing these aspects of social character, \\-e are not 
dealing ■with necessarily immutable or ineradicable facts of ‘human 
nature’. Social anthropolog)’- has at least sho-wm that human 
temperament and social traits are not -universal and eternal, but 
differ firom one culture to another; and that these differences are 
not aU biologically transmitted in the chromosomes of each par- 
ticular race, as implied in theories of racial heredity, but are, 
partially at least, culturally selected.^ There is, of course, some 
hereditar)' transmission of physical and biological traits; but it 
is not no^v thought that this can explain all the social and cul- 
tural differences bet^veen races disclosed by anthropological study, 
still less the changes through time in the social character of any 
one society. 

This ^de^v is also supported by the group experiments of social 
psychologists,^ ^vhich suggest that social influences may be deci- 
sive even in such basic spheres of beha\uour as honesty and 
dishonesty — ‘there are not honest-dishonest persons, but honest- 
dishonest situations’ and certainly that they determine whether 
group beha\iour is aggressive or co-operative, resentful or con- 
tented, democratic or authoritarian. Of coxuse one cannot make 

1 r. Ruth Benedict, Patkws of Culture (Routledgc, 1935). or Margaret Mead, Male 
end Female. 

-V. Kurt Lcivin, Resolving Social Conflicts (Harper, Xetv 'iork, 194^), espedall) 
Chs. 5 and 7. 

3 Benedict, op. du, p. 170. 
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precise and dogmatic statements about detailed cause and effect; 
and often, as in the case of the ‘social’ motives and relations 
discussed in Chapter V, we cannot see how, or within -what 
framework, a change in attitudes could be effected. But in tliis 
case, not only is it clearly possible to have cither more or less 
social equality, but the evidence for Unking cause and effect 
seems rather strong - especially in the light of the relative absence 
of corresponding collective resentments in Scandinavia, and the 
lesser social envy and class resentment in North America. This 
suggests some connection at least -with the degree of social in- 
equaUty and class stratification. 

Thus the ethical basis for the first argument for greater > 
equaUty is tliat it will increase social contentment and diminish 
social resentment. Such a statement could be purely descriptive; 
that is, there could exist such differences in tlic objective con- 
ditions under winch individuals Uved in two societies tliat they 
manifestly constituted a difference in the contentment of those 
societies. In practice, this degree of objectivity is lacking; and 
such a statement therefore becomes, partly at least, a value- 
judgment with a strong recommendatory force. It is justified, 
first, by the ethical premiss that a contented society is better than 
a discontented one, and secondly by the judgment that the coir- 
tentment of the community is an increasing function of the 
contentment of individuals. It then rests on the li'jq)Othcsis, 
which I have argued in this chapter, that some at least of our 
collective discontents can be traced to social inequality, and tvould 
be diminished if that inequaUty were less: and on the further 
hypothesis that the consequent gain in contentment would out- 
weigh the diminution in contentment of the present privileged 
classes. 

Because these are not purely factual or descriptive statements, 
but contain a strong value clement, it docs not follo\v tliat they arc 
any the less significant. Any statement about the contentment or 
welfare of the community is of tliis kind — statements against, just 
as much as statements in favour of more equality. But some 
judgments have to be made, whatever the uncertainties. IVc have 
to have either more equality, or less, or the present amount; and 
politicians, in deciding which of tlicsc is tlic correct objective, 
must make some supposition about the welfare of the com- 
munity. They have no excuse, merely because such statements 
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can easily be sho-^ra to be of an ethical nature, for evading this 
responsibility. 

It is to be noted that these statements are not statements about 
personal ‘happiness’. We might diminish the extent of collective 
antagonism and resentment, and so increase social contentment, 
Asithout increasing the sum of personal happiness in the com- 
mimity. 

Most early socialists, it is true (and certainly Robert 0\ren), 
thought that the relation between socialism and happiness ^vas 
direct and simple. They assumed that as society progressed in a 
socialist direction, it woiild more and more take on that Utopian 
quality described by '\\hlliam Gk)d^\Tu as ‘most conducive to the 
extensive diffusion of fehcity’; people ^vould grow perfectly 
happy, all frustration and iU-wiU would fade a^vay, and we 
shoiild have an earthly paradise, a city of brotherly love. All 
imhappiness was attributed to social causes, and social change was 
believed to be a cure for any moral or psj'chological disorder. 

Few people -would take such a simple Uew to-day, if only on 
account of two difficulties. First, while it is not rmreasonable to 
make the judgment (and indeed people do constantly make such 
judgments) that one society is more socially contented than 
another, in the sense of sho’i\dng less social antagonism, collective 
resentment, and pohtical bitterness, it would be rather difficult to 
say that indiUduals in one society were on the average happier 
than indiUduals in another. This is not because the -word ‘happi- 
ness’ is necessarily ambiguous — on the contrar}’-, people ^\ill often 
agree on whether a person is happy or not, and even that A is 
happier than B ; but because of the utter impossibihty of making 
judgments on this point about entire societies. 

Secondly, even if such judgments were possible, -^ve still know 
too Kttle about the relation between personal happiness and the 
cultural-social backgroimd to be sure what influence changes in 
the latter -will have on the former. Thus one might take an 
extreme early-Freudian Ue^v, and largely dismiss cultural factors 
altogether. We all knorv now that people rationalise, and that 
their overt and conscious reasons are a bad guide to their ‘real’ 
sub-conscious reasons. One might then argue that emy and 
resentment -were only rationalised in social terms, and in reahty 
were rooted in infantile experiences or sexual deprivation. Or one 
might adopt the attitude of those social anthropologists -\vho argue 
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that social traits are implanted by particular methods of suckling, 
weaning, and rearing new-born children, and are only indirectly 
dependent on -wider social factors. 

Such theories would imply in effect that a constant amount of 
discontent or frustration was endemic in socict)'-, or at least that 
the amount was impervious to social or economic reform. The 
only effect of such reform would be to alter the direction of tlic 
discontent, so that whereas previously it ^vas externalised, and 
canalised into collective political and industrial antagonisms, no\\’’ 
it became internalised in largely personal frustrations. In other 
words, if there were feiver political or social foes to act as the 
objects of psychological transference and compensation, new and 
purely personal objects would be found ; but the amount of frustra- 
tion would remain the same. 

Even if this were true, I should not think that it destroyed tlic 
case for greater equality. For one thing, this can perfectly well rest 
on statements about social justice and social waste, discussed later 
in this chapter. But in any event collective resentments, articulated 
in group hostilities, have two especially undesirable character- 
istics as compared with purely personal ones. First, through the 
very fact of being collective, they feed on themselves, and become 
magnified and extended; and secondly they threaten, in a way 
which purely random personal frustrations do not, otlicr exceed- 
ingly important values - democracy, social and industrial peace, 
tolerance, and even personal freedom. 

But in fact I find it hard to accept the notion of a constant 
amount of discontent. I believe, on the contraiy^, that many of our 
collective resentments reflect — as does in certain countries the 
existence of a large Communist Party - a genuine and natural, 
even though largely sub-conscious, reaction against class strati- 
ficatioii and inequality: and tliat these latter must breed tensions 
wltich manifest themselves in envy, resentment, and antagonism. 
As a famous psycho-analyst has written, ‘c.xisting gross inequali- 
ties, not only in possessions but in possibilities for education, 
recreation, maintaining and regaining health, constitute a group 
of factors replete uath potential hostilities’.^ Of course not all 
hostilities can ever be eradicated. But those which have a social 
cause can at leeist be reduced by social action; and this I believe 
to constitute the first argument for more equality. 

r Karen Homey, jVew Ji’ays in Fsyckoanalyris (Kcgan Paul, 1939)1 P- *73- 
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vn Equality and Social Justice 

The second argument rests on a view of what constitutes a 
‘jusf distributiou of privileges and rewards. Being in essence a 
simple moral judgment, it is not srasceptible of proof or disproof; 
it must be accepted or rejected according to the moral predilec- 
tions of the reader. But there appear to me to be four respects in 
which existing inequahties offend against social justice; and this is 
wholly irrespective of ^vhether or not they create resentment. 

First, I suppose that most liberal people ^vould no^v allow that 
every child had a natural ‘righf, as citizen, not merely to ‘life, 
liberty, and the pursuit of happiness’, but to that position in the 
social scale to which his native talents entitle him: should have, 
in other -^vords, an equal opportunity for wealth, advancement, 
and renowm. Complete achievement of this is, of course, an 
unattainable ideal; for the children of talented parents start wth 
a pronounced environmental advantage. But subject only to this, 
all children can, if the society so decides, at least be given an 
equal chance of access to the best education. 

This chance does not exist in Britain, since the wealthier classes 
can purchase for their children the overwhelming social privilege, 
denied to other children equally deserving but less fortunate in 
their parents, of a public school education. The point is argued in 
detail in Chapter XII. Here it need only be said that the best 
public schools offer not only a superior education, but the further 
crucial advantages of the right accent, manners, and depend- 
ability of character : that these advantages are a major determinant 
of occupation, and hence of income, po%ver, and prestige: and 
that their distribution is correlated almost exclusively \vith 
parents’ wealth and class location, and only very indirectly Avith 
innate talent or performance. This seems to me, although I have 
personally benefited fi'om it, an indefensible injustice, offending 
blatantly against the principle of equal opportunity. 

Secondly, a similar argument applies to the distribution of 
wealth. An equitable distribution (ignoring deliberately ele- 
emosynary payments) requires first that ^vealth should be a reward 
for the performance of a definite service or function, and secondly 
that all should have an equal chance of performing the function, 
and so of earning the reward. The highest rewards ■would then 
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accrue to those who, because they possess skills or services in short 
supply, can contribute most to national prosperity or enjo^Tncnt; 
provided only that the possession of these skills and scrvdccs 
should not be artificially (that is, to a greater extent than can be 
explained by innate differences in talent) restricted to a pri\'ilcged 
few. 

This last condition, for the educational reason just mentioned, 
is not completely fulfilled even in respect of incomes from work. 
But it is scarcely fulfilled at all in respect of incomes from property. 
A later chapter discusses whether the total of property incomes can 
be justified as the minimum supply price for an economic servdcc. 
But even if we assume that it can, so that the first requirement is 
fulfilled for the total amount of property income, its distribution 
certainly cannot be defended by the second criterion, since no 
one can argue that all citizens have an equal chance of acquiring 
property, and so of earning the due reward for the service of 
supplying capital. 

This would be the case only if all private property ivere 
‘earned’, in the sense of representing the individual’s o%vn accumu- 
lated savings, the fruits of his personal effort and abstinence. But 
in fact the greater part of it has been inherited; and its distribution 
is related not to the o\vner’s present or past performance, but to 
the accident of birth. There is thus no equal opportunity for 
acquiring it. And it is in addition, as we shall sec, most unequally 
distributed, so that a small upper class of rich citizens all but 
monopolises the stream of unearned income. 

Tliis aspect of inequality is, surely, unjust. It confers on a 
particular group of fortunate heirs, and denies to tire rest of tlic 
population, the massive advantage not merely of an additional 
source of income, and the possibility of capital gains and spending 
out of capital, but also of security and freedom to take risks ; and 
this they enjoy through no merit of their o\\ti, and with no 
corresponding obligation. And the injustice feeds on itself inas- 
much as private capital also makes possible, by tlic better educa- 
tion which it permits and the subtle social advantage which it 
confers, a higher occupation and work-income than might have 
been gained on merit alone. 

Thirdly, tlie greater tlie inequality, the hca\icr the concentra- 
tion of power. Liberals as well as socialists have ahs'ays disliked 
the possibihty that one individual, or a small group, should weld 
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a dominant and irresponsible power over the lives and fortunes 
of other individuals. No one has any obvious moral right to such 
untrammelled po^ver. The temptation to abuse it is great; and it 
is in any case distasteful and humiliating to adult people to be 
completely subject to the whims and moods of a single superior. 
Yet such undemocratic disparities of power may easily follow 
firom large social inequalities (though they may follow from 
other causes also). They may derive simply from great concentra- 
tions of wealth, as with the large private landlord, o^vning numer- 
ous tied cottages, or even whole villages, and perhaps the sole 
source of local employment and parochial patronage. But 
authoritarian po^ver to-day stems less commonly from monetary 
wealth or private o^raership than from position in a bureaucratic 
hierarchy.^ The top executives in public and private industry 
\vield, in particular, a degree of ‘remote’ power, and their man- 
agerial subordinates a degree of ‘face-to-face’ power, whichi 
although diminished as compared "^wth before the war, stiU 
appears excessive. I believe that social justice ^vould be improved 
if it were to be stiU further diminished, and the power of the 
worker at the point of production correspondingly increased. ^ 

Forurthly, rewards from work. No socialist (except for Shaw,® 
and he not in later hfe) has disputed the need for a degree of 
inequality here, both because superior talent deseiv'es some rent 
of abihty, and because otherwise certain kinds of ^vork, or risk, 
or burdensome responsibility udU not be shouldered.^ Thus one 
should pay differentially high re^vards to the artist, the coal- 
miner, the innovating entrepreneur, and the top executive. But 

1 V. Chapter VIII, Section V, for a fiiUer discussion of this question. 

2 Though this ivould still leave many other problems of power to be dealt with, 
which have nothing to do iwth social inequality in the ordinary sense of the term. 

3 ‘Socialism is nothing but an opim’on about . . . how wealth should be distributed 
in a respectable civilised country. . . . The only satisfactory plan is to give eveiy’body 
an equal share no matter what sort of person she is, or how old she is, or what sort 
of work she does, or s^ho or ivhat her lather ■was.’ (TTte Intelligenl Woman's Guide io 
Socialism and Capitalism, Constable, 1928, pp. i, 19.) 

■* Shaw dismissed all such considerations rather ca'valierly. On incentives to -ivork: 
‘Nobody wants her to svork harder than another at the national task. On the t:on- 
trary, it is desirable that the burden of work . . . should be shared equally by the 
workers. If those who are never happy imlcss they are working insist on putting m 
e.xira work to please themselves, they must not pretend that this is a painful saOTfice 
for which they should be paid’ (op. dt., p. 72). The problem of ‘di^ 
dismissed ssith analogies to titled surgeons and ph^-sidans, students ^secUng dead 
bodies and analjdng the excretions of live ones, the bearing and nursing of children, 
and even ‘ladies and gcndemen svho attend to their oivn motor-cars’ (pp. 74-’o)- 
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it is not clear that these considerations justify the present pattern 
of work-rewards, either in principle (that is, iwth respect to tlic 
overall spread from top to bottom) or in practice (tliat is, ^^^tl^ 
respect to whether the right people are receiving the Irighcr and 
lower incomes) . 

In practice, they certainly do not. A definite proportion of 
people even in high earned income-brackets have found their 
way there by a rather easy route, and not solely by merit. Tlfis is 
not now generally true of large-scale private industr}',^ nor of 
course of the pubUc service. But it is still to some extent true of 
small-scale private industry, where nepotism is by no means 
dead. It is still more true of City institutions, \s'herc many 
of the most lucrative posts even now are filled by titled semi- 
nonentities, or retired soldiers and sailors, wholly innocent of 
financial expertise; and the most coveted lower posts, after 
inquiries on the ‘old boy net’, from amongst those \vith a suitable 
college or family background. So long as this continues, the 
pattern of work-rewards can properly be described as unjust, in 
that it denies an equal opportunity of attaining certain of the top 
rewards. 

But supposing this were not the case, and that the recipients 
of different incomes were selected in an orderly manner, would 
the present overall spread of incomes still be justified ? It is clear 
that some differentials are actually too narrow for economic effi- 
ciency. But these are normally what may be called the ‘horizontal’ 
ones, that is, the differentials wtlnn a given occupation or broad 
income-group. Thus we probably need larger differentials for 
miners as against other wage-earners, skilled against unskilled 
workers, foremen against non-supervisor)' labour, graduate against 
non-graduate teachers, the more efficient against the less efficient 
businessmen, and so on. 

So far as the vertical spread is concerned, I feel rather agnostic. 
There are two uncertainties. First, how much should be aIio^vcd 
as rent of ability? This is a pleasantly ambiguous concept (though 
Shaw characteristically defined it as ‘the excess of its produce 

1 Though the words ‘now’ and ’generally’ should be emphashed. r.indom sample 
ot British companies in 1936 showed 172 directorships of the total, and I '/’o tf 
the largest companies only arc taken) as held by titled persons. Almost half of these 
had either inherited their title, or acquired it by prosvess in the fighting sen-ices or 
sport. One large insurance company had, out of sixteen directors, two titikcs. one 
marquis, one carl, one baron and three knights, (P. Sargant l-lorcnee, 77 .f rf 
British and American Industiy, Routlcdgc, 1953, p. 206.) 
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over that of ordinar}'^ stupidity’).^ It could be taken as a non- 
economic, normative concept, expressing not the money rent 
which the community needs to pay in order to elicit the ability, 
but the individual’s ‘worth’ (in some sense) to the community. 
But if this were made the sole criterion (which of course it never 
has been, since only those abilities for which a popular demand 
exists have ever in practice commanded high rents — those of 
motor tycoons and film stars, not poets or philosophers), it is 
quite certain that we should get not more equality, but a degree 
of inequality which would be furiously (and rightly) resented by 
everyone.^ This is because the scatter of human ability and in- 
ventiveness is far wider than any knoivn scatter, in modem 
societies, of monetary rewards; the ‘worth’ to society of a Steven- 
son, a Faraday, a Ford, a Rutherford, or a Fleming, measured 
in terms of their contribution to future living standards or the 
abolition of disease, is not merely twenty times greater than the 
‘worth’ of the rest of us, but some hundreds or thousands of 
times. 

But if we reject ‘worth’ in this vague sense as the proper cri- 
terion, on the grounds that (assuming it to be biologically trans- 
mitted) it seems unjust and umrise to reward or penalise people 
to quite such a prodigious extent for ioherited characteristics,® 
we are left mth rent of ability as an economic concept: that is, 
the additional reward which exceptional ability can in practice 
command fi'om the community. 

How large this should be is of course impossible to lay down 
in general terms. If we believe in equality, we can only say that 

'^Fabian Essays (1931 ed.), p. g. But he adopted a rather ambivalent attitude to 
the question of ■whether these rents should actually be paid, arguing that occasional 
freak incomes might not matter provided that they accrued to the possessors of lucra- 
tive personal talents, such as, he explained, himself. But these talents should not be 
allo-vved to make others rich. ‘To allow Cleopatra to make money out of her charm 
is one thing: to allow a trader to become enormously rich by engaging 500 Cleopatras 
at jQio a tveek or less, and hiring them out at £10 a day or more, is quite another. 
[The Intelligent Woman’s Guide, p. 333.) 

2 ‘We support and encourage Ability,’ rsTote Shaw, ‘in order that we may get as 
much as possible out of it, not in order that it may get as much as possible out of 
us. . . . This is the sole safeguard for the existence of men of Ability. Give them mo 
their heirs the entire product of their ability, so that they shall be enormously nch 
whilst the rest of us remain just as poor as if they had never existed; and it ■will become 
a public duty to kill them, since nobody but themselves will be any the •\vone, and 
we shall be much the better for having no provocation to the sin of envy.’ [Sonaltsm 
and Superior Brains, FahiaaTractl^o. 146, 190Q.) 

3 The question of a ‘just’ distribution of retvards, assuming equal opporumip’ and 
a perfect selection by merit alone, is further discussed in the next chapter. Section . 
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we shall balance the possible loss to cquahty against the possible 
gain from exploiting the abihty. The balance of loss and gain 
will depend on the supply price of different grades of ability; 
this raises the whole question of incentiveSj about ^s•hich we still 
know very little. Some danger point must evidently exist at which 
equahty begins to react reaUy seriously on the supply of ability^ 
(and also of effort, risk-taking, and so on), and hence on eco- 
nomic growth. Where exactly this point lies, no one kno\vs. I do 
not myself believe that we have yet reached it. The matter is 
discussed in detail later; but I am not convinced that the present 
20 : I spread in post-tax incomes is really essential to incentive.' 
I therefore think that -we should move slowly fonvard, concen- 
trating on gross rather than net incomes, esche%\ing increased 
taxation on marginal earnings, and always preferring an increase 
in the lowest incomes to an attack on the highest; and after tire 
next step forward pause, and scrutinise the repercussions, if any, 
on economic behaviour. 

But I do not regard the re-alignment of work-incomes as being 
a particularly urgent task for a Labour Government, partly 
because they constitute a distinctly lesser ‘injustice’ than the tlrrcc 
others discussed above, and partly because a decision here is not 
a decision about incomes or wealth as a whole. Some 40% of 
surtax income accrues not from work, but from property; and 
the higher the total income, the higher the proportion wluch 
comes from property. Measures to redistribute property will there- 
fore greatly diminish tire inequality of wealth, and will also 
indirectly alter the pattern of work-incomes by reducing the differ- 
ential social and educational advantages which now follo^s’ from 
the possession of large inlicritcd fortunes. 

In any case inequity in respect of work-rewards often resides 
less in the distribution of direct money emoluments, than of cer- 
tain prmleges and advantages -which conventionally go ^\ith 
them. Thus industry is riddled -with non-pecuniaiy- differentials 
far larger than can be justified on grounds of incentive: for 

^ At which, in practice, the ability begins to emigrate on a large scale to C.an.ada 
and Kenya. 

- Of course any nominal spread of this sort, such as emerges from the tax tables, 
underestimates the true spread owing to llic wide pos*:ibiHtics of lax avoidance. If 
one were to allow for perquisites and business expenses which in fact go to raise the 
recipient’s personal standard of life, and for tax-free capital gains made pcnsiblc b\ 
his business situation, the real spread of ‘re\s'ards’ from work would be much greater 
than 20 : I. 
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examplCj in respect of holidays, sick-leave, Avorking hours, and 
often superannuation. 

This is only one aspect of a wider inequality, noted already in 
Chapter VII, namely, that Avealthier people, either through the 
terms of their employment or through tax aIlo^vances, are rela- 
tively better able to cope with the financial problems of rearing 
large families, of sickness, and of old age, than poorer people 
w^ho depend mainly on the social services. Thus even if one could 
defend the present vertical distribution of direct money emolu- 
ments on the hypothesis that the entire population consisted of 
healthy young bachelors and spinsters, it is much harder to 
defend the distribution of total resources in periods of need in 
the light of the great variations in need behveen families. I believe 
that the vertical inequality in the distribution of these resources 
amongst the elderly, the sick, and those \\dth large families con- 
stitutes a definite social injustice. 


vm Equality and Social Waste 

The third objection to extreme social inequality is that it is 
w’^asteful and inefficient. If the determinants of class make deep 
incisions, and the space of free social movement is restricted, as 
is the case in Britain (mainly on account of the distinct layers 
traced by a segregated educational system), two undesirable con- 
sequences foUo^v. 

First, social intercourse between the classes is markedly in- 
hibited, both by external differences in ‘manners’ and behariour, 
and by subjective consciousness of class. One of the strong attrac- 
tions of S'wedish or American society is the extraordinary social 
freedom, the relaxed, informal atmosphere, the easier contacts, 
the natural assumption of equality, the total absence of deference, 
and the relative absence of snobbery and of that faint, intangible 
but none the less insistent sense of class that permeates social atti- 
tudes in Britain. One does not ask that all Englishmen should 
suddenly take to calling each other ‘Bud’, or altogether abandon 
their w^ell-known national posture of resented hauteur; but it 
Avould be agreeable if they should intermingle rather more freely 
and ^\ith rather less restraint than they do to-day, and if our 
social system generally w'ere less fragmented and sub-divided. But 
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this is naturally a matter of personal taste and temperament; and 
possibly more reserved or inhibited Englishmen may not like the 
idea of a more mixed-up, egalitarian, informal pattern of social life. 

However, the British class s^'stem also involves a definite social 
waste, since it selects its leaders badly. If social mobility is low, 
as it must be in a stratified society, and people cannot easily 
move up from the lower or middle reaches to the top, then the 
ruling elite becomes hereditary and self-perpetuating; and -what- 
ever one may concede to inherited or family advantages, tliis 
must involve a waste of talent. 

Opportunities for rising are, it is true, more ample than they 
used to be; and any really outstanding working-class child now- 
can, with an effort, reach the top. But even on the simplest 
grounds of efficiency this is not enough. In our highly complex 
and professional industrial society, the problem of leadership is 
not one merely of finding the tiny minority' of brilliant geniuses; 
for there are far more responsible top positions than geniuses to 
fill them. We cannot be content with correctly distributing all 
the (as it were) alpha material, but must make the best use of 
our beta resources also. And here matters are far from satisfactory'. 
Clever working-class children are still denied access to the public 
schools, while the less clever but still potentially useful have only 
a rather uncertain access to the grammar schools;^ and there is 
certainly no perfect correspondence between natural talent and 
type of education. Moreover, as was observed above, inherited 
property, nepotism, and class favouritism all prevent a fair and 
effectivje competition, on merit alone, for the highest posts. 

It follows that we are still not extracting the best from our 
population, or making the most exhaustive use of scarce resources 
of human ability. This is a definite social waste, and one directly 
related to a stratified social system which, by placing a premium 
on lineage, and barriers in the way of vertical mobility', prevents 
a genuine equality of opportunity. 


rx How Much Equalily? 

How far towards equality do we wish to go? I do not regard 
this as cither a sensible or a pertinent question, to which one 

I r. Chapter XII. 
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could possibly give, or should attempt to give, a precise reply. 
We need, I believe, more equality than we now have, for the 
reasons set out in this chapter. We can therefore describe the 
direction of advance, and even discern the immediate landscape 
ahead; but the ultimate objective hes wrapped in complete un- 
certainty. 

This must be the case unless one subscribes to the vulgar fallacy 
that some ideal society can be said to exist, of which blueprints 
can be dra\vn, and which ■v\dU be ushered in as soon as certain 
specific reforms have been achieved. The apocalyptic view that 
we might one day wake up to find that something called ‘soci- 
ahsm’ had arrived was born of revolutionary theories of capitalist 
collapse. But in Western societies change is gradual and evolu- 
tionary, and not always either foreseeable or even under pohtical 
control. It is therefore futile and dangerous to think in terms of 
an ideal society, the shape of which can already be descried, 
and which Avill be reached at some definite date in the future. 
Countries like Britain do not leap from one fully-fledged social 
r, system to another, but are, on the contrary, in a state of per- 
i manent transition. 

Moreover, as was pointed out in Chapter V, socialism is not 
an exact descriptive term, connoting a particular social structure, 
past, present, or even immanent in some sage’s mind, ^vhich can 
be empirically obsen^ed or analysed. It simply describes a set of 
values, or aspirations, which socialists wish to see embodied in 
the organisation of society. One must confine oneself to saying, 
therefore, that society at any given moment either does pr does 
not sufficiently embody these values; and if it does not, then 
further changes are required. But exactly Avhat degree of equahty 
will create a society which does sufiiciently embody them, no one 
can possibly say. We must re-assess the matter in the light of 
each new situation. 

We can thus only venture very general statements of the ob- 
jective. I feel clear that ^ve need large egafitarian change in our 
educational system, the distribution of property, the distribution 
of resources in periods of need, social manners and style of lifcj 
and the location of po^ver within industry; and perhaps some, 
but certainly a smaller, change in respect of incomes from work, 

I think that these changes, taken together, ■will amount to a 
considerable social revolution. 
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On the other hand, I am sure that a definite fimit exists to the 
degree of equality which is desirable. We do not want complete 
equality of incomes, since extra responsibility and exceptional 
talent require and deserve a differential reward. We are not 
hostile, as our opponents sometimes foolishly suggest, to ‘detached 
residences in Bournemouth where some elderly woman has 
obviously more than a thousand a year’.^ I do not myself want 
to see all private education disappear: nor the Prime Minister 
denied an official car, as in one Scandinavian country: nor 
the Queen riding a bicycle: nor the House of Lords instantly 
abolished : nor the manufacture of Rolls-Royces banned : nor the 
Brigade of Guards, nor Oxford and Cambridge, nor Boodle’s, nor 
(more doubtfully) the Royal Yacht Squadron, nor even, on a 
rather lower level, the Milroy Room, lose their present distinc- 
tive character:^ nor anything so dull and colomless as this. 

But where en route, before we reach some drab extreme, we 
shall wish to stop, I have no idea. Our society wiU look quite 
different when we have carried through the changes mentioned 
earlier; and the whole argument will then need to be re-stated, 
and thought out afresh, by a younger generation than mine. 

1 The Tablet, Tevicvf'mg hfew Fabian Estays, 31 May 1952. 

2 On the condition, of course, already fulfilled in the case of Oxford and Cambridge, 
that entry into these eminent institudons is not a matter simply of lineage. 


217 



X 


IS EQ,UAL OPPORTUNITY ENOUGH? 

I The Conventional Objection to the Equal Opportunity 

Society 

S OME radicals, hoAvever, would be content %vitli the stricdy 
limited objective of equal opportunity. If everyone, they 
argue, has an equal chance of scaling the heights, if every 
worker carries a managing director’s brief-case in his knapsack, 
•why worry about the length of the chmb, or the unequal distri- 
bution of rewards ? The essential thing is that every citizen should 
have an equal chance - that is his basic democratic right; but 
provided the start is fair, let there be the maximum scope for 
indi'vidual self-advancement. There would then be nothing im- 
proper in either a high continuous status ladder (e.g. of income 
or consumption patterns) or even a distinct class stratification 
(e.g. a segregated educational system), since opportunities for 
attaining the highest status or the topmost stratum -would be 
genuinely equal. Indeed the continuous traffic up and do^vn the 
ladder -would ine-vdtably make society more mobile and dynamic, 
and so less class-bound. 

Conservatives like to claim that this is the doctrine of modem 
Tory radicalism (although it also commands support on the 
Left amongst those to whom the lack of opportunity was the 
most inexcusable injustice of pre-war capitalism); and the 
‘ladder’ concept has now become the ideological myth of 
the ‘progressive’ British Tory, %vho allegedly finds his ideal in 
those societies, such as Australasia, Canada, and above all the 
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United States, which appear to embody it most completely.^ 

But I deliberately stress the words ‘myth’ and ‘allegedly’, for 
I do not believe that such a society in any way resembles the true 
ideal of most Conservatives. Consider its most obvious implica- 
tions - completely free, competitive entry into industr>'; an end 
to all nepotism and favouritism; a diminution, if not &e sdrtual 
elimination, of inheritance; the abolition of fees in public schools: 
and generally the extrusion of all hereditary influences in our 
society - and contrast these with actual Conservative poUcics in 
these various spheres, and with their emotional attachment to 
precisely the most traditional and hereditary features of British life. 

It is in fact a complete illusion that British Conservatives really 
want a mobile equal-opportunity society on the American pat- 
tern. They may say they do, in order to wear the mantle of re- 
formers, and to lend some plausibility to their reiterated claims 
to be the party of adventure and initiative ; and because in prais- 
ing America they appear to be praising free enterprise and capit- 
alism. But a moment’s thought will show that the sweeping 
reforms required to create such a society would be anathema to 
them, and that their true ideology is poles apart from the rest- 
less, egalitarian ideology of contemporary America. This indeed 
comes much closer, though this is not always understood in Eng- 
land, to the egalitarian ideas of the Left than to the more static, 
conservative instincts of the Right. 

From the point of view of the reformer, the equal-opportunity 
society has much to commend it. It avoids the deeply-felt injus- 
tice of hereditary status - the resentful feeling that the top re- 
wards are reserved for the pre-selected few, that the well-born 
fool has a better chance than the poor-bom genius, and tirat the 
son can hope to rise no higher than his father, but is condemned 
to fill that station to which it shall please God to call him. It 
allows more intercourse between the classes', and by lowering the 
barriers and stimulating movement in both directions it at least 
diminishes collective feelings of superiority and inferiority. And, 
lastly, it provides an admirably efficient method of selection for 

^ Perhaps one should add, to give a patriotic flavour, and because the more 
romantic Tories so continually perorate about it, Elizabethan England, of ^vhich 
Profi^sor Trevelyan \vrites that ‘class divisions, recognised without fuss on cimcr 
side, were not rigid and were not even strictly hereditar>'. Indhdduals and famdics 
moved out of one class into another. . . . English society was based not on equality 
but on freedom — freedom of opportunity and freedom of personal intercourse. 
{English Social History, Longmans, 1942, p. 162.) 
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the highest posts; the fools are weeded out, only the fittest can 
survive, and the consequent high cahbre of the men at the top 
must be beneficial to economic progress. 

But it is fashionable in some quarters to inveigh against a 
‘competitive ladder’ society on socio-psychological groimds. A 
number of psychologists, sociologists, and social anthropologists 
assert that it must lead to new and alarming evils. ^ Its basic 
features will be a marked degree of social fluidity, such that the 
individual knows he could attain a higher status (as he cannot in 
a. feudal society); an exceptional ease of invidious comparison, 
since there are no rigid barriers between the different levels; and 
a general determination to rise, since rewards at the top far ex- 
ceed anything available lower down, and since both social pres- 
tige and psychological self-validation depend upon success in the 
competitive struggle. Thus every individual, spurred on by his 
invidious comparisons and the ghttering prizes ahead, will both 
aim at a higher status and, because the door to self-advancement 
seems vdde open, think he can attain it. Hence will be bred a 
universal, restless itch to rise in the social scale. 

But the resulting accent on emulation and ambition, it is said, 
so far from increasing contentment, must certainly diminish it, 
and lead to general insecurity. Whereas in a hereditary' system 
competition is severely hmited, now it becomes quite general. 
And as the area of competition and the scope for self-advancement 
are increased, so the ratio of failure to opportunity must increase. 
A hereditary society, denying the opportunity to rise, avoids also 
the sense of failure at not having risen; but if all have the oppor- 
tunity, and only io% succeed, 90% are conscious of having failed, 
and suffer a loss of self-esteem. And the more unequal the re- 
wards, the greater will be the frustration from failure, the more 
ruthless the competition, the more bitter the intolerance shown 
to rivals. Moreover acquisitiveness is intensified inasmuch as 
liigher status depends, in Veblenesque fashion, on high consump- 
tion standards, and so on making money. 

^ This view is expressed or implied, ■with varying degrees of emphasis or moderation, 
by Karen Homey, The Nemolic Personality of Our Times (New York, W. \V. Norton, 
1937) ; Abram Kardiner, op. cit., Chs. XI, XII, and XIV ; Robert S, Lynd, 
for What? (Princeton University, 1945), Ch. Ill; Ruth Benedict, op. cit., 
and VIII; Margaret Mead, Keep Tour Povoder Dry (William Morrow, * 942 )> ’ 

Robert K. Merton, op. cit., Ch. IV; and amongst English writers, T. H. Maisnalb 
op. cit., Ch. III. It has now found its way into some Left-wing political wnting, 
cf. Socialism (Socialist Union, 1953). 
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^ Such is the society - restless, insecure, aggressive, and acquisi- 
tive - that results from the pursuit of equal opporttmity, if tlrese 
writers are to be believed.^ The inevitable consequences are in- 
creased discontent in the lower ranks of society, ^ psycho-somatic 
diseases on a wide scale, and a maladjusted neurosis-prone com- 
munity.® The United States is already in the grip of these ail- 
ments, and Britain is shoiving distinct symptoms of infection. 


n The Myth of Aggressive Competition 

Surely we are faced here with a positive mountain of irrelev- 
ance and exaggeration, even though an element of truth lies 
buried under it. 

First, there is no evidence to justify definite statements to the 
effect that psychoses, neuroses, and psycho-somatic diseases are 
more common to-day than in previous epochs. Alarming figmcs 
are quoted of the amount of absenteeism due to mental illness, 
the incidence of stomach-ulcers, the number of mental patients, 
and so on; but of course comparable figures can rarely be quoted 
for earlier periods. In fact such little comparative evidence as 
exists does not support these conclusions; according to a recent 
American study, there has been no increase in the incidence of 


1 The most extreme (and jargonish) version of this case is to be found in Kardincr. 
‘The whole community is permeated with the struggle to achieve prestige-status. . . . 
The presence of social mobility, or the absence of fixed statuses, increases the vigotn 
with which these tangible forms of self-validation must be pursued. . . . This common 
goal makes for social instability because there is a constant turnover from underdog 
to overdog and vice versa. Anxiety is mobilised on the part both of those who have 
status-prestige and those who have not. . . . Those rvho fail feel self-condemnation 
and self-depreciation which is translated into hatred and ent'y of those who succeed. . . . 
This explains the abandoned destructiveness of contemporary society.’ (op. cit., 
pp. 341-2, 364-5, 410, 453.) 

^ ‘When the race is to the swift, the slow, who arc always in a majority, grow tired 
of their perpetual defeat and become more disgnintled than if tliere tvcrc no race 
at all. They begin to regard the prizes as something to which they arc entitled and 
of which they are unjustly deprived. They declare that no man ought to be made 
to race for his bread and butter, and the argument is not tv’ithout force.’ (T. H. 
Marshall, op. cit., p. 127.) 

^ ‘The strains involved may be seen in suicides and in the mounting tide of entrants 
into our mental hospitals.’ (Lynd, op. cit., p. 231.) ‘A neurotic development in the 
individual arises ultimately from feelings of alienation and hostility. . . . .’Vraong the 
factors in Western civilisation which engender potential hostility, the fact mat 
the culture is built on individual competitiveness probably ranks first.’ (Homey, J^rj> 
Ways in P^cho-Analysis, pp. 172-4.) 
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the psychoses over the last loo years despite the alleged increase 
in competitiveness, status struggle, and insecurity.^ 

Even if one could demonstrate an increase in mental disorders, 
it still need not be due to external social or economic factors. 
A strict Freudian, for example, would presumably argue that the 
proneness of society to nervous disorders varied ordy with the 
degree of restraint imposed by the prevailing cultural mores on 
the individual’s basic biological drives.^ But of course the fact 
is that the psychological sciences are not yet sufficiently mature 
to warrant any dogmatic statements about the social causes of 
neuroses. 

But suppose we forget the flamboyant talk of mental ailments, 
and confine ourselves to the more modest proposition that per- 
sonal insecurity and discontent may well be due to social causes, 
it Avould stiU not follow, even if they could be sho\vn to be more 
widespread than loo years ago, that this was necessarily due to 
social causes, still less to the particular social factor of mobility 
and competitiveness. It might be due to climatic, or dietetic, or 
racial, or religious, or a host of other possible influences.® Switzer- 
land, for example, which enjoys only a placid degree of com- 
petition, is said to have the highest divorce and suicide rate in 
the world. 

1 Herbert Goldhammer and Andrew Marshall, P^’chosis and Chilisation; Studies 
in the Frequency of Mental Disease (Glencoe: The Free Press, 1953). This finding does 
not prove anything definite about the incidence of the neuroses, for which scarcely 
any reliable past data exist. \Vhether one deduces anything from it about neuroses 
depends on which of Uvo conflicting views is held — that these t%vo classes of mental 
disorder are the product of largely the same set of causes (e.g. some total ‘stress’ factor 
to which social life subjects people), or that they have a quite independent aetiology'. 

2 Freud allowed no great importance to social or cultural factors; even so standard 
a work as JVew Introductory Lectures in Psycho-Armlysis contains virtually no reference 
to them. Neuroses are explained in terms of instinctual biological trends, wluch are 
at the most modified by culttue and emdronment. Indeed, so far from accepting that 
the culture determined the neurosis, Freud tended to believe the opposite. ‘Since he 
is convinced of the universality of the role played by allegedly instinctual drives, 
Freud feels entitled to explain cultural phenomena too on that basis. Capitalism is 
seen as an anal-erotic culture. . . . Qualitative differences in different cultiyK are 
accounted for by the nature of the instinctual drives which are characteristically 
expressed or repressed.’ (Homey, op. cit., p. 169.) 

3 Norman Douglas’s Mr. Keith was an enthusiastic exponent of a dietetic theoiy 
of human psychology. ‘The best way to begin impros'ing oneself was to keep * 
bo^vels open, and not trouble about those of anybody else. The serenity of outlook 
thereby attained would enable a man to perceive the futility of interfemg 'nth the 
operation of natural selection. . . . Had the tribe of Israel been careful in the matter 
of dietary their sacred writings, a monument of malnutrition and faulty digestive 
processes, would never have seen the light of day. . . . We owe not only Magna 
Carta, but our whole Empire, to our costive habits of body.’ {South Wind, pp. 281-4.) 
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At any rate, to prove the full anti-competitive thesis, it would 
at least need to be shown that contemporary^ Anglo-Saxon society, 
by virtue of its increased fluidity, did now lay an exaggerated 
stress on ruthless competition and egocentric aggression. Then, 
if certain specific assumptions are made about the greater fre- 
quency and social causes of personal frustration, z. prima facie case 
might be said to exist. 

This evidently cannot be shown of Britain. Earlier chapters 
have already suggested that whatever may have been the case in 
the heyday of Victorian capitalism, or even in the 1920s, British 
society and industry to-day, so far from being a breeding-ground 
for aggressive self-assertion, are psychologically oriented towards 
security, group solidarity, safe markets, and a quiet life wth long 
week-ends, regular golf, and a place in the country. 

However, Britain is not really a suitable test-case, for we still 
retain a rather static, rigid pattern of social relations. It is to the 
U.S.A. that we must turn for evidence: to a society undeniably 
fluid and dynamic, ostensibly parading to the ^vorld an ideology 
of competitive free enterprise, and allegedly the archetype of the 
aggressive, acquisitive society with aU its attendant discontents. 
If this picture of the U.S.A. is accurate, it might indeed suggest 
that social mobility was inseparable from ruthless competition 
and so, in turn, from aggression and insecurity. 

But I believe this pictme to be largely mythical, even though 
some credulous Americans themselves accept it. It is not that 
insecurity is absent, but that it is mainly due to causes other than 
aggressive competition and an ethos of individualistic struggle 
for pre-eminence. These now represent neither the true prevail- 
ing ideology, nor the actual pattern of behawour. 

First, whatever business spokesman may assert at aimual 
conventions, unrestricted free enterprise is no longer the effective 
ruling ideology. Political attitudes are a good guide to ideological 
trends; and it is now a quarter of a century since a party genuinely 
wedded to unrestricted free enterprise gained a popular majority. 
Twenty years of New Deal and Fair Deal, of anti-business bias 
and ‘creeping socialism’, have been follo'wed by a Republican 
Administration still committed to social security, which has 
maintained the New Deal virtually intact, and even so carmot 
command a majority of the popular vote without the help of 
President Eisenhower. The disciples of extreme laisscr-fairc arc 
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confined to the Right-'wing of the RepubHcan Party; and the 
natural bias of the electorate is, as in Britain, towards a position 
a little left of centre. Perhaps the most symbohc event in recent 
American history Avas the successful opposition, even under 
a Republican regime, to the private-enterprise Dixon-Yates 
contract, lest it impinge too heavily on the publicly-owned 
T.V.A. 

I do not mean that the current ideology is positively anti, only 
that it is no longer ardently pro, unrestricted free enterprise. 
Many American business leaders, more sensitive to shifting 
opinion than some sociologists, have observed the change, and 
become so alarmed at the dechne of faith that they have launched 
a massive advertising campaign to rally their support. This is 
surely significant. If the free enterprise creed were still in the 
ascendant, there would be no need to set up Americans for the 
Competitive Enterprise System Inc.: no need for 8,000 outdoor 
posters, 136,000 car cards, and 3 million radio ‘listener impres- 
sions’ on the Free Enterprise theme: no need for General Motors 
to produce a full-length Hollywood film on the merits of the profit 
system: or for General Electric, Procter and Gamble, Republic 
Steel and many other firms to make free distributions of Free 
Enterprise comics.^ 

‘All in aU, the Free Enterprise campaign is shaping up as one of 
the most intensive sales campaigns in the history of industry - in 
fact, it is fast becoming very much of an industry itself. At the 
current rate, it is accoxmting for at least $100,000,000 of industry’s 
aimual advertising, pubhc relations, and employee-relations 
expenditures. And it is not worth a damn. Even those who batten 
on it concede the failure. “Chief, what this needs is the hard sell. 
The message hasn’t got across. We haven’t hit ’em where they 
five. Joe Doakes has been tone deaf.” Joe Doakes has been tone 
deaf because the Great Depression killed his faith in laisser-faire, 
and instilled in him an ineradicable attachment to a New Deal, 
social-security political philosophy. 

This change in the climate of opinion is reflected in a change in 
the psychology'' of the business leaders themselves. Andrew 
Mellon or Andrew Carnegie, violent, splenetic, reactionary, 

1 V. tVilliam H. 'Whyte, Is Anybody Listening? This whole book, by one of the 
shretvdest commentators on the changing social climate of U.S. industry, should 
be read by anyone who still believes in the myth of American individualism. 

2 op. cit., p. 7. 
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merciless to competitors, ruthless towards trade unions, glorying 
in their boundless power, and arrogantly contemptuous of public 
or governmental opinion, belong to a dead past; and the few 
survivors, such as Mr. Sewell Avery of Montgomery Ward, only 
emphasise by their isolation, and their reputation as eccentric 
oddities, the completeness of the change. The typical business 
leader to-day is of an altogether different mould: quieter, more 
civihsed and unassuming, less confident about free enterprise 
and faintly anxious to justify himself, a frequent visitor to Wash- 
ington, an Eisenhower supporter, versed in economics, an adroit 
negotiator on excellent terms both wth competitors and Union 
leaders, and quite content to accept state action, if need be, in the 
interests of full employment. 

The contrast is most evident in the field of labour relations. 
I refer not merely to the obvious fact that Trade Unions have 
now won almost universal recognition, but to the obsession of 
business executives with personnel and labour problems. Top 
management spends half its energies worrying about these prob- 
lems, and searching for more and more ‘progressive’ personnel 
ideas; and the talk is all of participation, co-operation, human 
relations, the morale of the labour force, good communications, 
group activity, and social engineering. Autocratic management 
is taboo; teamwork is the universal maxim; and Elton Mayo 
replaces Henry Ford as the symbol of management’s attitude to 
labour. But the contrast is also evident in respect of business 
competition, which, although still significantly sharper than in 
Europe, is noAV held within bounds which would not be recognised 
or tolerated for a moment in a really aggressive, individualistic, 
free-enterprise culture. 

We find an analogous change in the psychology of consumption. 
Fifty years ago the U.S. -was a genuinely acquisitive, Veblcnesque 
society; and it is stiU assumed to be by the writers ■whom I have 
quoted. A pre'vious chapter has already cast doubts on the accur- 
acy of this assumption.^ In a Veblenesque society^ expenditure 
must be as conspicuous and ostentatious as possible in order to 
pro'vide irrefutable evidence of superior wealth; and right do\vn 
the scale, keeping up with the Joneses in fact means pushing as far 
ahead of them as possible. To-day, it means literally what it 
says — simply keeping up.^ To push conspicuously ahead is no 

1 V. Chapter VIII, Section IV. = Sometimes, indeed, keeping dow-n. 
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longer meritorious. To owm a Cadillac when the rest of the group 
have BuickSj to be the first to buy an air-conditioning plant, to be 
too blatantly chic, generally to be extravagant and ostentatious 
and to parade superior ^vealth - these are to court unpopularity, 
to offend the canons of the group, and to be' condemned as 
shoving off. The -wheel has turned fhU circle; Wilham Randolph 
Hearst would now attract, not en-v)" and acclaim, but pity or 
censure as a de-viant, non-adjusted personahty; cultural con- 
formism has replaced the self-conscious desire for ostentatious 
eccentricity; and ^vhere once the whole object of expenditure was 
to attract ‘in-vidious comparisons’, to-day it is to avoid them.^ 

One final example may be quoted: the educational system, 
ahvays an accurate mirror of underl)ing cultural attitudes. 
There are no schools in the world where less emphasis is laid on 
rivalry and competition, and more on co-operation and adapta- 
bility. This may be observed both in the curricula, \\dth their 
classes in ‘life-adjustment’, ‘group living’ and ‘social integration’, 
and the studied effort to teach the pupils how to ‘get along’ \\dth 
their feUo^vs : and in the system of promotion. Promotion by talent 
or competitive examination has almost every^s'here given way to 
‘social' promotion’ by age-groups, lest the brilliant child be 
encouraged to be too ambitious, and the stupid child depressed 
by open proof of his inferiority. 

Generally, present-day American society is characterised by 
close behaviomal conformity, an anxious desire for approval, an 
acute sensitivity to personal relations, a ‘socialisation’ of tastes 
and preferences, and a marked tendency to suppress idios^mcra- 
sies.^ This is in striking contrast to the picture of a society 
dominated by ruthless, masterful ambition, a lust for power, a 
desperate urge to compete, and a reckless, self-regarding indi- 
■vidualism. The change appears to have begun in the early 1930s;® 

1 If we are to beliet'e Miss Mitford, a parallel change has occurred amongst the 
British aristocracy. ‘It has become a matter of policj- to appear very poor. The lords 
are retrenching \Tsibly, and are especially carHul to avoid any form of ostentation: 
for instance, only 5 of them saw fit to attend the last coronation in their family coaches. 
Coronets on luggage, motor cars, and so on are much less used than formerly. 
{Encomkr, September 1955.) But tliis may be more ‘a matter of policj’’ than a change 
in psychology! 

~ V. David Riesman, The Lonely Crowd (Yale Universityj ’^950), passim, for examples 
of this tendency. 

3 Though the trend towards cultural conformism was of course evident long before 
then amongst immigrant groups. But there it vsas to be explained by the problem 01 
assimilating ethnically heterogeneous groups into a stable and homogeneous society. 
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and it has developed so rapidly since that the America of the roar- 
ing 1 920s now belongs to a wholly departed epoch A 

Not that American society, or any ‘conformist’ ciilture, is 
immune from social tensions. The emphasis on orthodoxy and 
communal activity^ may well breed deep tensions and anxiety, 
and cause acute misery to the eccentric through the social obloquy 
which he incurs. Indeed it could be argued that such a society® 
causes greater emotional strain, insecurity, and worry than a 
more self-confident, individualistic, non-conformist culture. 

Be that as it may, the relevant point is that these conformist, 
communal tendencies must, when judging American society, be 
set against the opposite competitive ones (such as those ^vhich 
operate so strongly within the junior executive class). Taking tlie 
two together, it does not appear that a fluid, equal-opportunity 
society, such as the U.S. is assumed to be, need necessarily en- 
gender the atmosphere and cultural pattern described in the 
previous section. Certainly such a pattern may exist in a society, 
and has done in past sociedes; and no doubt when it docs it 
might - though we can scarcely know - give rise to all the atro- 
cious evils alleged against it. But it cannot be said to follow 
inescapably from, and to be a sweeping indictment of, the 
objective of social mobility and equal opportunity. 


in Advantages of the Equal Opportunity Society 

Moreover even if one did concede that greater mobility 
necessarily led to greater insecurity, and hence to some increase 
in (as it were) the gross amount of social discontent, it ^vould 
still not follow that it brought an increase in the net amount of 


1 One reason for the inaccuracy of the picture presented by some of the nTitcrs 
mentioned above is their extreme ignorance of developments in tlic other social 
sciences. Thus Kardiner quotes profusely, as though it were incontestable cudcncc, 
from some of Laski’s most obsolete political writings; while L>*nd, writing in I939» 
quotes a long list of economic facts and statistics none of which refers to a later 
year than 1929, and all of which were out of dale by the time he tsrotc (op. cit., pp. 
74 - 6 ). 

2 cf. the intensive, round-the-clock group activity in any American suburb — l>oth 
recreational {kaffeeklatsching and parties) and organisational (civic clubs, church 
groups, and every kind of society). Indeed, it is the absence, not the excess, of individual 
effort which alarms the English visitor. 

3 \Vhich is essentially characterised by a ‘Someone Isn’t Using Amplex’ psychology*. 
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discontent. People sometimes forget that social immobility has 
serious drawbacks, and that a greater fluidity brings in its train 
significant advantages, some of which were briefly mentioned at 
the beginning of the chapter. 

Thus one could only wholly eliminate the alleged iU effects of 
greater mobility by ^vholly eliminating their cause, which lies 
fundamentally in the existence of differential re^vards, ■which act 
as incentives, combined ’iwth an equal opportunity for attaining 
them. Only if one or other or both of these were ehminated would 
the discontents completely disappear. ^ ‘The neurotic development 
of boundless ambition, for instance ... is unthinkable in a culture 
which does not know individual competitiveness, and ^s'hich 
offers no rewards for outstanding individual achievement. This 
holds true also Avith regard to neurotic stri-vings for prestige and 
possessions.’ 2 No doubt. But the price to be paid for this con- 
dition of well-adjusted bliss is rather a heav)'^ one — ‘no rewards for 
outstanding individual achievement’. 

More moderate critics -tvould not, of course, go quite so far as 
this. But even their arguments tend in the same direction - the 
suppression of competition, and the denigration of incentives to 
seif-advancement. The shop-steward %vho refuses a managerial 
post is praised; measures to restore price-competition are frowmed 
on; piece-rates and monetary incentives are played do^vn-all 
to an extent -which comes perilously close to advocating an 
ossified and feather-bedded society, enjoying every conceivable 
protection against any nerv'^e-racking competition whatsoever. 

Now this might, in another age, be the right -way to attain the 
ideal society. But it most emphatically is not to-day. It would 
entail a catastrophic sacrifice of economic progress and efficiency, 
which do demand, ho\vever hopeful one may be about the develop- 
ment of new incentives, some differential re^vards and some com- 
petition for them. Certainly, as I argued in the pre\dous chapter, 

1 In fact they vould not disappear even then, on the argument of the most and* 
competitive psychologists. ‘Competitiveness not only dominates our reladons in 
occupational groups, but also pervades our social relations, our friendships, our 
sexual relations, and the relations within the family group.’ (Homey, op. at., p. 73.) 
This extends the difficulty far beyond the sphere of business or professional com- 
peddon, into a sphere -where it would be innocent to believe that competition did not 
ante-date ‘free enterprise’, and optimistic to believe that it -ivill folloiv the state and 
svither away imder socialism. It is not obwous that the sex war derives from a fight 
for markets, or \sill disappear howet'er ‘socially-integrated’ and ‘participant our 
society becomes. 

- ibid., p. 176. 
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existing inequalities are greater than can be justified on these 
grounds; equally, as I argue in a later chapter, there is no call to 
become obsessed by the question of economic growth. But if any 
connection between differentials and efficiency is granted, and if 
we admit that whatever may be the position 20 years from now, 
we shall face many extremely urgent claims on resources for 
several years ahead, then we caimot dispense entirely wdth the 
spur of competition. Sociological Utopias, like earlier philosophical 
ones, tend to be wholly static in character, and to assume tliat the 
problem of production has been solved, so that all can laze in the 
sun without rivalry. But for the moment at least we might have 
to pay a heavy price, in terms of urgent rvants foregone, for tlie 
elimination of all competitive endeavour. 

Secondly, the absence of equal opportunity and social mobiUty 
is both a denial of democratic rights, and a positive cause of 
discontent. From the moment when tire Industrial Revolution 
broke up the stable pattern of eighteenth-century society, and 
spatial mobility and social awareness suddenly increased, and 
still more from the moment when a working-class political move- 
ment came into being, and education became general - from that 
time on, unequal opportunity became resented, and itself a 
cause of social frustration. The masses were no longer wiling to 
accept that there was some divine ordination about the existing 
social hierarchy. Convinced that they too had a right to rise, they 
challenged the social order which denied them the opportunity; 
and the persistence of that order became a positive source of mass 
resentment. 

The gradual (though in Britain still very partial) evanescence 
of this resentment, as the upward routes ^vere smoothed and 
broadened, should be set against the alleged increase in insecurity. 
But often it is not, the reason being, I think, that anti-competitive 
writers frequently make the wrong time-comparison. If one 
compares an equal-opportunity society \s'ith a stable hereditary 
one — the U.S. to-day, say, with Britain in tire eighteenth centur)' — 
it may be, for all I luiow, that the change is all for the rvorsc, and 
hostile tensions greater. But this is hardly a relevant or interesting 
comparison, since no one proposes a reversion to a hereditary' 
stratification. If, however, we compare an equal-opportunity 
society with one which aspires to equal opportunity, but is denied 
it by existing social relationships — rvith Britain, say', in 1906- 
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then surely ^ve ^^'ould judge that the former showed fe'sver resent- 
ments and fimstrations than the latter. 

This is partly due, thirdly, to the fact that other social benefits 
inevitably foIlo%v in the ^vake of greater social (and therefore 
pohtical) mobihty. This latter was not, in Britain, a sudden 
isolated arrival on the scene, but ^vas part (and to some extent 
the agent) of a broad movement of social reform -which brought 
such simultaneous gains as greater equality, better social securit}’-, 
the spread of education — in fact, a general improvement in the 
condition of the masses. 

It is not clear that this Avhole process can be said, on balance, 
to have increased insecurity. The same movement of reform 
brought both the ’Welfare State and more equal opportunities. 
Possibly the latter have intensified insecurity. But the -vvhole prac- 
tice and ideolog)’^ of the former puU hard in the opposite direction 
— to\vards security, social responsibility, co-operation. Taking the 
two together, can one really assert that they have led to a net 
increase in insecurity, ambition, and acquisitiveness ? Most 
people -would surely judge that these characteristics ^vere more 
e^fident in mid- Victorian England, when opportunities -were much 
less equal, than they are to-day. 

Fourthly, -^wder opportunities must tend to diminish class 
feeling and stratification. This is the mobility factor referred to in 
Chapter VIII. If people from the bottom can rise to the top, the 
relative status of those at the top is ine-vdtably affected. A heredit- 
ary upper class maintains its towering and unchallenged status 
by virtue of being impenetrable from belo^v. But as soon as the 
heights are invaded by social climbers, and those still at the 
bottom can claim relatives or acquaintances amongst those at 
the top, the prestige of the latter must obwously decline. Increased 
mobility, especially when, as in Britain, it comes as part of a broad 
movement of radical reform, will tend to diminish inequality in 
respect of aU the determinants of social class. Admittedly it ^\’iIl 
not do so, as I argue later, to the extent that socialists desire - at 
least not in Britain, ^vhere, as opposed to ne-^ver societies, class 
stratification goes too deep to be uprooted merely by equalising 
opportunities. Nevertheless it must have some effect in the right 
direction. 
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rv Inequality of Opportunity in Britain 

I conclude that the case often made against the mobile equal- 
opportunity society both exaggerates the evils, and underestimates 
the compensating gains. Certainly too strong an emphasis on 
equal opportunity may, under certain conditions to be discussed 
below, ^ lead to an excessive degree of competition, and hence of 
resentment and insecurity. But it \vill do so only if these con- 
ditions are present; and they need to be accurately defined. 
There seem no sufficient grounds for a sweeping condemnation on 
principle of any such society, regardless of ^vhether these con- 
ditions are fulfilled or not. 

In Britain, moreover, whatever may be the case elsewhere, a 
more equal spread of opportunity would bring some exceptionally 
notable gains at unusually little risk. This is because our national 
temperament and social habits constitute a reasonably adequate 
safeguard against too malignant a growth of neurotic, aggressive 
competition: because our economic situation imparts a particular 
importance to efficient selection for the highest posts: and because, 
having developed slowly from a traditional and hereditary society, 
we are still so far from granting an equal chance to everj' child. 

The previous chapter quoted a number of examples of how 
unequal opportunities still are. A recent pioneer study now en- 
ables us to support this criticism by detailed figures." 

The authors of this study measure the degree of social mobility, 
as opposed to social inertia and class self-recruitment, by means of 
an ‘Index of Association’. A situation of ‘random’ or ‘perfect’ 
mobility, in which there was no link beUvecn parental and filial 
status, and every son had an equal chance of arriving in any 
status category, would give an Index of Association of r. This 
would mean that the actual number of sons of fathers in a par- 
ticular category, who themselves arrived in that category^ was 
exactly what would be expected on a purely random basis of 
selection. But if, say, the actual number of sons of fathers in a 
category who themselves ari'ived in that category was 20, \s'hcrcas 
the expected number on a random basis \\'as 15, the ratio of 
actual to expected recruits would be 20 : 15, and the Index of 

^ V, ne,xt section. 

= Social Mobility in Britain, cd. D. V. Glass (Routicdgc and Kcgan Paul. 1954)- 
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Association i -3. Thus the higher the Index, the higher the degree 
of self-recruitment and maintenance of parental status A 

An Index of Association of unity, implying a situation of per- 
fect mobility, is naturally very unlikely, since parental back- 
groxmd %viU always exert a strong influence. What would be 
signiflcant would be not that the Index was higher than unity 
for the population as a whole, but if it had strikingly different 
values for different social groups. 

This is precisely what it does have in Britain. For the whole 
group of males covered by the sample, the Index was i -44. But 
when the group was divided into seven status categories according 
to occupation, it was found to be 13 for the top category (pro- 
fessional and high administrative) - that is, the number of sons 
of parents in this category who entered it themselves was 13 times 
as large as it would have been on the basis of random mobility: 
5 *8 for the second category (managerial and executive) : it then 
fell below 2 for categories 3 to 6, and only rose again to 2-2 for 
category 7 (unskilled manual). ^ 

This suggests a very restricted opportuioity for children in the 
lower to rise into the upper categories, and especially into the top 
one. The extent of self-recruitment and maintenance of parental 
status is extremely high in those occupations \vith the greatest 
prestige, even though a considerable amount of mobihty is 
apparent lower doAvn, Moreover no significant changes have 
occurred in the seven Indices for many years; perhaps the 1944 
Education Act ■will eventually make a difference, but the lack 
of a sustained improvement is disturbing. Sons in the top two 
categories still enjoy a marked advantage, while sons of ‘lower’ 
lineage still find it hard to rise into the ‘middle-’ and ‘upper- 
class’ professions. These figures show that Britain is, even now, 
Tar removed from offering equal opportunity; and this remains 
I an essential socialist objective. 


V Why Equal Opportunity is Not Enough 

Yet there is a reason ^vhy it is not a sufficient objective in 
Britain, or one ^vhich absolves us from responsibility for a direct 


1 op. cit., Ch. VIII. ~ ibid.. Tables iia and iib, pp. i99-200- 
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attack on other inequalities. It is a reason which is only partly 
concerned with insecurity or ferocious competition, and is mainly 
related to other considerations. It stems from the danger that 
under certain circumstances the creation of equal opportunities 
may merely serve to replace one remote elite (based on Imeagc) 
by a new one (based on ability and intelligence). 

Now some degree of ‘eliteness’ is inevitable in any society - and 
indeed desirable, for we are not trying to create a mediocre mass 
society, in which everyone is levelled dowm to a uniform denomin- 
ator. Thus we can hardly imagine a society in which University 
education, for example, does not create a degree of elite feeling. 
But provided the society has an egalitarian ambience and no 
deep class divisions, the elite need not be divided by any large 
gap from the mass of the population, who will therefore not feel 
markedly envious or inferior - indeed the term elite can scarcely 
be said to apply. This is the case in Sweden or the United States, 
where there is little trace of an ffite psychology because there arc 
no glaring status differences between top and bottom, and no 
sense that the leaders belong to a different and superior class. 
All have shared broadly the same school education, there are no 
sharp differences of accent or style of life, and no deep con- 
sciousness of social inferiority or superiority. 

But too much ‘eliteness’, and too great a detachment and 
remoteness from the rest of the population, are clearly undesirable. 
Yet this might easily be the case in Britain even with equal 
opportunities — generally on account of our traditional and 
deeply-embedded class stratification, which, altliough no doubt 
jolted, might not be sufficiently disturbed by the greater mobility; 
and particularly because we have a segregated, privileged system 
of schools. A concentration on equal opportunity alone would 
mean that we retained the present (highly unequal) educational 
and prestige relationship beUveen the public, grammar, and 
secondary modem schools, but simply ensured that selection for 
the first two was open to all and genuinely by merit — that is, we 
should throw open the doors of Eton to competitive examina- 
tion.^ 

The implications of such a policy are discussed in detail m 

1 1 concede that I begged this question when briefly diseasing education in the 
context of the soeial services (v. Chapter VII), and assumed that we should adopt 
the wider goal of social equality, and seek to equalise tlic standards and status ol 
different types of school. 
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the chapter on Education. Here I \vill only say, anticipating, 
that the gulf between the different educational tiers is so ^v•ide 
that even vdth equal opportunity an excessive gap hebveen elite 
and non-elite would stiU persist. It might persist in any event 
simply because the child population ^vas physically separated 
into different schools at an early age. But, in addition, the gulf 
between Eton (even vdth competitive entry) and a secondar}’^ 
modem school would stiU be such as to impart to children and 
parents alike an intense consciousness of an educational order 
of merit. 

Nor is this simply a matter of snobbery and social prestige 
(though it would not necessarily be less significant if it ^vere). 
It also reflects very real objective differences. Not only is the 
education in pubhc and grammar schools immensely superior, 
but the Eton boy, even though he came from a working-class 
home, would still end up a quite different person fi'om the 
secondary modern boy in his accent, dress, manners, outlook, 
and entire style of life. Thus the juvenile population would re- 
main divided into separate, superior or inferior, social classes.^ 

This segregation during the formative years necessarily inten- 
sifies inequalities in after-life. Not only are the contrasts in social 
manners carried on into adult life, where they remain a con- 
spicuous index of class location: but because educational back- 
ground is increasingly the main determinant of occupation, and 
hence of other status criteria — income, power, and occupational 
prestige — divergences in adult status are significantly widened 
by being superimposed on prior divergences in educational 
status. 

Given tliat these divergences are so Avide, the mere fact that 
opportunities of joining the elite are equal ^\dll not cure aU the 
frustrations and resentments due to social inequality. For one 
thing, neither parents nor children ■\\dll feel that the chance was 
really equal when it presented itself at so early an age as ii. 
However elaborate the provision for subsequent transfer, those 
who fail at 1 1 ^\dU ahvays maintain that if only the selection had 
occurred later, the results would have been quite different; and 
they ■\\dll resent being given an inferior docket for life at an age 

1 Chapter XII gives further evidence for the thesis that our educational sj^tem, 
if we concentrate simply on making opportunities equal, ^\'ill still tend to create an 
excessively privileged elite. 


234 



IS EQ,UAL OPPORTUNITY ENOUGH? 

when, looking back, they feel they were not fully developed, nor 
old and mature enough to realise what ^vas at stake. 

. Even if all the failures could be convinced that they had an 
equal chance, their discontent would still not be assuaged; in- 
deed it might actually be intensified. When opportunities arc 
known to be unequal, and the selection clearly biased towards 
wealth or lineage, people can comfort themselves for failure by 
saying that they never had a proper chance - the system was 
unfair, the scales too heavily weighted against them. But if tire 
selection is obviously by merit, this source of comfort disappears, 
and failure induces a total sense of inferiority, ^vith no excuse or 
consolation; and this, by a natural quirk of human nature, actu- 
ally increases the envy and resentment at the success of others. 
This is the kernel of truth in the anti-competitive tlieories dis- 
cussed above : that if the inequality of rewards is excessively great, the 
creation of equal opportunities may give rise to too intense a 
competition, witli a real danger of increased frustration and dis- 
content. 

Now whether, for the population as a whole, this additional 
discontent outweighs the compensating gains, no one can tell. 
The point is simply that equal opportunity, if still combined, as 
it might be in Britain but is not in Scandinavia or North America, 
with a marked stratification between an elite and the rest of the 
population, will not remove all the discontents which extreme 
inequality creates, and in particular cases may even intensify 
them. 

And there is a more general argument on grounds of justice. 
People do not want to be ruled even by a select elite. They feel that 
such disparities cannot be justified on any grounds, and that tlic 
whole system is basically unfair. And there is much in ^vhat they 
feel. Admittedly, from the point of vietv of social justice, an 
aristocracy of talent is an ob\dous improvement on a hereditar}' 
aristocracy, since no one is in fact denied an equal chance. Yet 
I do not believe, as a personal value judgment, that it can be 
described as a ‘just’ society. 

It implies that very unequal rewards and privileges are dis-i 
tributed solely on the basis of^ if not one, at any rate a particular 
group of traits of human personality;^ for any selection must in 
practice be based on a limited number of more or less known 

^ My views on this point owe much to discussions witli 3Mr, Michael "V oung. 
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and measurable aspects of character. Let us suppose that intelli- 
gence is made the main criterion. should this trait be singled 
out for such exceptional treatment? One might hold this to be 
palpably unjust on the grounds that superior intelligence is 
largely due to parental status, through a combination of heredity 
and beneficial upbringing; and that no one deserves either so 
generous a reward or so severe a penalty for a quality implanted 
from outside, for which he himself can claim only a limited 
responsibility. 

But whether inbred or not, why should this one trait, or even 
a group of traits, alone determine success or failure, riches or 
poverty, a high or low prestige? Why should no marks be given 
for saintliness, generosity, compassion, humour, beauty, assiduity, 
continence, or artistic ability? These questions denote no anti- 
intellectual bias - matters would be in no way improved if we 
chose some other trait to be the sole criterion for exceptional 
rewards. It is the injustice of isolating, as a basis for extreme 
inequality, certain selected ones out of the multiple strands that 
go to make up the human, personality, which constitutes the 
fundamental ethical case against any elite or aristocracy. 

Of course the practical reasons for re^va^ding outstanding 
ability generously are obvious enough; and any society’^ would 
be foolish not to offer such rewards as will attract the ability 
into the sendee of the community. But if this requires such large 
differential privileges as to create a distinct ehte, differently 
educated and socially select, it must be regarded as an unpleasant 
concession to economic efficiency, and not as being intrinsically 
just. In practice, ho\cever, I do not believe, after studying the 
experience of the U.S. and Scandinavia -schere the selection is 
highly efficient yet social equaUty much greater, that the in- 
equality and class segregation, which would characterise an elite 
of ability in Britain under our present educational system, could 
possibly be justified by any considerations of efficiency.^ 

Judged by the third argument for equality, that it reduces 
social waste, an elite of talent of coxxrse scores much more heawly, 
since it eliminates the ^vaste involved in a hereditary^, non- 
competitive selection for the highest posts. Yet if children are 
divided into separate streams at 1 1, and the streams flow through 
such very different country' as they do in Britain, it ^s'Ould still 
1 This point is further disettssed in Chapter XII. 
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not eliminate the ^vaste associated with restraints on uninhibited 
social mixing, and the resultant loss of goodwill and breadtli of 
personal experience. 

One particular consequence of this, to which attention is often 
dratvn, has disturbing political implications. If the best brains 
in the working class, creamed off by scholarships and grants, arc 
steered into a distinct and superior educational stratum, tlie 
working class will increasingly lose its natural leaders, and have 
to rely either on the second-rate, or on people who, having been 
subjected to a quite different educational experience, may no^s’ 
be untypical and remote from working-class psycholog)'. Society’s 
educational talent-scouts will spot the futme Bevins and Morrisons 
at an early age, and rush them off for training as members of the 
elite; and the Trade Unions will be led by the indifferent residue, 
and the Labour Party entirely by Old Etonians. This cannot be 
good for the quality of democracy; yet it follows inescapably 
from an elite system of education. 

This is one aspect of the wider point that an elite must by its 
very nature be aloof and detached from the mass of the popula- 
tion. It may therefore grow impatient, or ignorant, of what 
people really w'ant, and be inclined to give them what it tliinks 
they ought to want. We should be saddled \vitli a system of 
government, efficient and benevolent no doubt, but essentially 
paternalistic in outlook. There is intrinsically an illiberal and 
superior quality about elite government, which should make it 
instantly suspect to a socialist, and indeed to any democrat. 

The conclusion must be that in Britain equality of opportunity ; 
and social mobility, though they lead to the most admirable dis- : 
tribution of intelligence, are not enough. They need, not to be i 
played dowm, as some sociologists rvould have us do, but to be 
combined ^vith measures, above all in the educational field, to 
equalise tlie distribution of rew'ards and privileges so as to di- 
minish the degree of class stratification, the injustice of large 
inequalities, and the collective discontents which come fiom too 
great a dispersion of rew'ards. The hmited goal is not, from a 
socialist point of vicAV, sufficient. 
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SOME ARGUMENTS AGAINST EQUALITY; 
AND THE AMERICAN EXAMPLE 

I The Threat to Economic Efficiency 

T his chapter discusses some common criticisms of the 
objective of greater equality, and also considers the 
United States as a test-case of the factors affecting social 
equality. 

The most fashionable criticism runs in terms of the likely 
effects of equality on the growth of output and liring standards, 
via its adverse reaction on incentives, the supply of savings, and 
economic efficiency generally. But this criticism is of only limited 
relevance to the issue of more equality as it is treated in this 
book. The influences making for class inequality were listed in 
Chapter VIII as the mobility factor, and a number of distance 
factors. So far as the former is concerned, it is evident that greater 
mobility would be positively good for efficiency, since by ^veed- 
ing out those %vhose only pretensions were inherited wealth or 
lineage, it would strengthen the calibre of the country’s economic 
leadership. Of the various distance factors, it is hard to see that 
a greater equality of educational standards, style of life and con- 
sumption habits, or occupational prestige could do much harm. 
Sweden and America both combine much greater equality in 
each of these respects vdth a degree of productive efficiency at 
least comparable wnth our own. 

The obriously relevant distance factor is the distribution of 
1 wealth. We may at once concede that greater equality %vill tend 
I to diminish personal savings. But to maintain large inequalities 
simply in order to guarantee a certain flow of personal saving 
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seems rather a lop-sided approach; and I therefore take this to 
be an argument, not for surrendering the objective, but for taking 
counter-measures to ensure sufficient savings from other sources. 
This is discussed in Chapters XIX and XX. 

On incentives to effort and innovation there is not much to be 
said in general terms. As I suggested earlier, our present know- 
ledge of economic psychology hardly justifies dogmatic statements 
- if we were not aware of this already, we should have learned 
it from the falsification of so many post-war prophecies about the 
effect of high taxation on incentives. Moreover the ^vholc ques- 
tion of incentives is at least as much a cultural as an economic 
issue; conventional notions of what constitutes a reasonable re- 
ward are not immutable, and for all -we know may be quite 
different in ten years’ time from now. 

We can be reasonably sure, it is true, that some methods of 
redistributing work-incomes would have a bad effect - notably, 
much higher taxation of marginal earnings. But this docs not 
much weaken the socialist case. The largest inequalities stem not ' 
from the distribution of earned incomes, but from the ovuership ■ 
of inherited capital; and a desire to redistribute earned income 
is not one of the most urgent socialist objectives. In so far as we 
do want more equaUty of earned income, ^\’e must simply pro- 
ceed slowly in the manner suggested in a previous chapter.^ But 
the whole question of combining equaUty witli a rapid rate of 
economic growth is fully discussed in Part Five. 


n The Threat to Culture 

The second criticism is more fundamental, being based not on 
economics or practical expediency, but on a denial of the basic 
value judgment that greater equality wll lead to a ‘better’ society, 
even assuming no unfavourable effect on output. This approach, 
which is based essentially on the belief that equality and culture 
are mutually antagonistic, has a long histor)'^; but as a basis for 
discussion I shall take its most recent expression by M. Bertrand 
dejouvenel.® 

An egalitarian distribution of wealth, writes M. dc Jouvcncl, 

1 V. Chapter IX, p. 213. 

2 The Ethics of Redistribution (Cambridge University- Press, 1931). 
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•will give an ‘optimum’ position only in relation to subjective 
•wants, by which he means economic satisfactions in the utilitarian 
sense. The demand for equality is thus based on the assumption 
that incomes are to be regarded solely as a source of indi-vidual 
consumer-satisfaction; and in this harrow sense an equal distribu- 
tion might give us an economic ideal. But it ^^ill not give us 
an ideal society as judged by non-economic considerations, 
since the process of redistribution m^ust involve hea\ty losses in 
other directions: notably, the disappearance of all those artistic 
and cultural acti\dties no^w kept ahve by the patronage of the rich, 
and of all those socially valuable leisure occupations which depend 
on a comfortable surplus of income over needs (good conversa- 
tion, hospitahty, prolonged travel abroad, impaid voluntar}" 
■work). It is not enough that the State should make alternative 
pro-vision, since, besides being less efiScient, this ^\■ould involve an 
altogether rmdesirable enlargement of the role of government. 
Once we take these non-material losses into account (though, to 
be fair to economists, they have long been subsumed tmder the 
heading of external economies of consumption by the rich), tve 
can be fairly sure that a greater equality of %\'ealth, so far from 
promoting, -would positively menace -svhat most people mean by 
the ‘good’ society. 

Now these are seductive arguments, especially to socialists, 
alwa)^ neurotically afraid of being thought analphabetic ■vul- 
garians, or materialists -who care nothing for cultural values. 
And indeed if ^ve accept the inevitabihty of cultural losses, this 
argiunent might be thought, depending, of course, wholly on the 
indiwdual’s scale of values, to destroy an egalitarian case based 
solely on utilitarian economics. But it -svas made clear in Chapter 
IX that the real case for more redistribution was not no%v based 
on a utihtarian calculus, or on statements about economic 
satisfaction or \velfare — indeed, I categorically disclaimed any 
certainty that further redistribution would increase economic 
^velfa^e. The case rests, just as much as M. de Jouvenel’s coimter- 
argument, on non-economic value-judgments, and on a vie^v of 
what constitutes a ‘good’ society. A denial of economic utilitar- 
ianism leaves this case -wholly intact. One ^vould simply have to 
measure a cultural loss against a gain in social justice or content- 
ment. 

In weighing these losses and gains, two points -ivould appear to 
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be relevant. First, if we accept for the sake of argument the 
inevitability of a cultural loss, what degree of coimter-loss in 
respect of justice and contentment - that is, what degree of 
inequality - are we asked to endure in order to escape the cultural 
loss ? Secondly, is it in fact the case, so far as mid-twentieth-century 
Britain is concerned, that there need be a cultural loss at all? 

First, hotv much inequahty is supposed to be needed? It might 
be rather a large amoimt - if, for example, cultural activity ^vere 
an increasing function of inequality. Thus it might be that culture 
was at the margin of expenditure by the wealthy, in which case if 
the masses could be squeezed to make the wealthy wealtliier still, 
there might be an exceptionally sharp proportional increase in 
cultural spending - with slavery, presumably, as ‘the logical 
conclusion. Tt is very difficult indeed’, remarked a famous Greek 
scholar, ‘to overrate . . . the advantages of hawng slaves, if men 
desire to keep a fine edge on their aesthetic faculties.’^ Unfortun- 
ately not many cultural enthusiasts are as frank as Mr. Clive Bell, 
who writes that ‘civilization requires the existence of a leisured 
class, and a leisured class requires the existence of slaves. , . . On 
inequality all civilizations have stood. The Athenians had their 
slaves; the class that gave Florence her culture was maintained by 
a voteless proletariat: only the Esquimaux and their like enjoy the 
blessings of social justice.’^ 

Now it is perfectly reasonable for those who believe tliis, and 
who place culture supreme above all other values, to advocate 
as unequal a society as they choose; though not many people 
to-day would share their scale of values. But the trouble is that 
most contemporary anti-socialist witers are less forthright, and 
fail to make their scale of values clear. In particular, do they 
demand on behalf of culture at the very least a return to the pre- 
war spread of incomes : or do they, conceding that culture must 
be balanced against other ‘goods’, merely oppose any further 
moves towards equality? One might take rather a different 
attitude according to %vhich of these two positions they adopted. 

But in any case, is it true that greater equality will necessarily 
involve a cultural loss? The answer presumably depends on a 
comparison between tlie proportion of their surrendered wealth 
^vhich the rich %vere previously spending on culture, and the 

r J. P. Mahaffy, Social Life in Greece (Macmillan, 1925 cd.), p. 4.}i. 

"Civilization (Pelican Boolcs), pp. i75j *79- 

241 


a 



THE SEARCH FOR EQ,UALITY 

proportion so spent by the transferees - the state, or the workers, 
or whoever they may be. 

In certain past ages, the former proportion might %s’ell have been 
high - but surely not in Britain to-day. Only a rather insignificant 
fiaction of surtax incomes is directed towards art or culture, or 
indeed torvards any intellectual activities whatever; the bulk goes 
on expensive cars and houses, holidav's in Cannes, servants, gin, 
hotels and restaurants, dances, lavish parties, and the like. 
There is no need to be censorious about such activities, vs'hich are 
no doubt often bracing. But they hardly uplift the cultural stand- 
ards of the community: and we should not be asked to undenmte 
them on the pretext of subsidising art. Cultivated foreign visitors, 
charmed by the civilised hospitality of Cambridge Common- 
rooms, may think their reception tj'pical of the lives of the 
English wealthier classes. But indigenous critics hava no such 
excuse. 

Indeed Britain can perhaps claim in recent times to have had 
one of the most illiterate wealthy classes in histor}v^ At any rate, 
priv-ate patronage in the centuty' up to 1939, when the more 
rapid income-redistribution began, could har^y be said to hav^e 
had a uniformly splendid record: one thinks of much of what it 
built, of the innumerable Georgian buildings in London it failed 
to save, of the art-treasures it allowed to fllow to New York and 
Chicago, and of the furious rev-olt against existing society of so 
many of the outstanding artistic figures of the period.- Of course 
one can nev^'er generalise about different forms of patronage - 
in some periods priv-ate patronage has been wdiolly beneficial.® 

1 Mr. Clive Bell would agree on this at least. ‘The proportion of the existing 

leisured class which could be described as “highly ctisilked” is absmdly small c 

may suppose that the future could devise some method which would exclude from the 
leisured class at least two-thirds of those whose names now swell the peerage and "■'hae 
portraits enlK-en “the sveeklies”. . . . Take every tsvo-thousandth baby and you tdll 
almost certainly get a better result than you get from the present system.’ (op. at., 
p. 181.) _ ^ 

-Would any of the following, for example, have considered the presenation of 
the existing social sj'stem in Britain as being essential to culturo; Carlyle, Rusnn, 
Browning, Matthetv Arnold, William Morris, WTiistler, Meredith, Jaines Joyce, or 
D. H. I^tsTence? Though Sir .Alfied Munnings and Professor -A E. Richardson no 
doubt wotdd. 

3 No doubt the eighteenth century was such a period, though not all contemj wrarv 
observers thoughtso. John Wesles", who lived through the middle of it, ahvajs rtfcrrca 
to the rich as the ‘great vulgar’. ‘There is so much paint and afiectation, so 
unmeaning tvords and senseless customs among p>eople of ra^ as fully to justu> 
the remark made seventeen htmdred years ago, Smrjs cOTtaartir ir. ilia fort-jr.s. rents, 
(Quoted iajoht Wesl^', by C. E. Vuliiamy, p. 248.) 
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But we are concerned rvith contemporary Britain; and here, 
surely, the cultural loss from a further transfer of wealth would be 
so small that the transferees and the state would have to do very 
. badly not to be able to compensate for it. 

Why should the transferees not make up some of the loss? 
Indeed they must do so, if we accept the causal linking of culture 
and inequality, for this presupposes that cultural spending is an 
increasing function of a surplus of income over subsistence needs. 
This is presumably true, to some extent at least, of beneficiaries 
as well as losers. People sometimes deny this, pointing to the high 
proportion of incremental working-class income spent on drink, 
tobacco, gambling, and so on. But for reasons given in Chapter 
XIII, it is certain that this proportion will now rapidly decline.^ 
And even to-day it is clear from attendance figures at art galleries 
and concerts, the number of books borrowed from public libraries, 
the sales of periodicals, and the week-end crowds at Longleat and 
Luton Hoo, that some of the recent extra income and leisure has 
been well spent.^ Much of it, moreover, is spent on travel (abroad 
as well as to the sea), which must have some broadening effect on 
people’s minds. 

But even if there is a net loss so far as private indiwduals arc 
concerned (e.g. in respect of the upkeep of historic houses), rvhat 
is the difficulty about public bodies stepping in to fill the gap? 
M. de Jouvenel says that they will spend less ‘efficiently’ than 
private individuals. I cannot see why. No doubt public patronage 
has as patchy a historical record as private patronage - from the 
Greek temples and many of the masterpieces of the Renaissance 
at one extreme, to the arid consequences of Louis XIV or Stalin 
at the other. But it performs at least tolerably ^vcll in Britain at 
the moment. The Arts Council, Covent Garden, the art galleries, 
the British Museum, the Edinburgh Festival, much of the serious 
theatre, ancient monuments, many historic mansions, and to a 
growing extent even the Universities, all subsist on, or are aided 
by, public funds; and the State has not shown itself notably 
Pliilistine or unduly interfering as a patron. Iimumcrablc grants 

i V. p. agi, 

- Nor are Teddy-Boys, often deplored as the first awful outyme of the t^lilanan 
welfare state, a convincing argument on the other side. Certainly lhc>’ mduoc delin- 
quents amongst their number. But they represent the first awakening of a genuine 
working-class interest in sartorial elegance; and they arc also sloped m ' 

now becoming a genuine popular cuiturc amongst the young — the stud) o j . 
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are made for cultural foreign travel, which most of the recipients 
could certainly not othen\'ise afford. The Festival of Britain, 
which gave more splendid openings to young architects than they 
had enjoyed for a long time past, showed that the State can even 
initiate, as opposed to merely supporting, artistic endeavour of 
the highest quahty. There have been many errors, notably in the 
sphere of town and country planning, and many omissions.^ 
But there seems no clear case for sa^dng that the state ^viU do, or is 
doing, either much worse or much less in the role of patron than 
the British wealthier classes who \vould suffer from further 
redistribution.” 

The final fear is lest an extension of public patronage may 
whittle away our hberties. Now there may easily, under certain 
circumstances, be a real danger in the growth of state bureaucracy; 
this is discussed in a later section. But it can hardly be taken 
seriously in the field of culture. Pubhc patronage is invariably 
decentralised to independent bodies moving on the loosest possible 
rein, indeed on virtually no rein at aU. It is vigilantly scrutinised 
by Parliament, and over-vigilantly by a section of the Press. 
All parties agree that pubhc monies should not carry wth them 
state control over their expenditure. Generally, it is hard to see 
the Arts Council or the University Grants Committee as the thin 
end of the totahtarian ^vedge - rather, indeed, the opposite; for 
by helping to create a more hterate and sopliisticated electorate, 
they make us less Ukely to succumb to the wiles of a would-be 
dictator. 

, I therefore see no reason to think that the cultural loss from a 
I' further move towards equahty, if indeed it is positive at ah, 
I cannot be offset by pubhc action. And indeed, as I shah suggest 
in Chapter XXV, the more completely we conquer the old 
social and economic enemies, the higher a priority ^ve should give 
to cultural activity by pubhc bodies - the more imaginatively 
we should plan, and the more generously we should spend, to 
beautify our country and civihse our way of hfe. No one can say 
that British capitalism has set a very'’ high standard for British 
socialism to improve on. 

1 V. Chapter XXV, Section V, for a discussion of some of these. 

- The arrival of the ’Welfare State and greater equality in Britmn 
coincided wth a marked renaissance both in music and the plastic arts (tboug 
not in literature). 
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ni The Threat of the Mass Sociey 

The alleged threat to culture from equality is often confused 
with the alleged threat to culture from the ‘mass society’. These 
are in fact distinct points, since the democratic mass society \s’ith 
its consequent mass culture may be an inevitable product of 
modem technology, rates of gro\s'th, and popular education, 
almost irrespective of tlie degree of equality. However, I suppose 
one might maintain that the more egalitarian and democratic 
a society, the more its culture must take on a ‘mass’ quality, and 
hence the greater the danger of conformism, anti-intellectuaiism, 
and a general cultural levelling-down. 

How great is this danger? It is always said to be present in an 
extreme form in the United States. American professors, for 
example, soothed by the more respectful treatment apparently 
accorded them in Europe, often complain of tlte low place wliich 
they hold in public estimation at home. In fact the occupational 
hierarchy in the U.S., according to sociological studies, giv'cs 
professors as high a ranking as they have in Europe.^ And even if 
this is mistaken, and professors arc really held in worse regard, 
this might surely be due not to anti-intcllectualism, but to the 
absurd proliferation of the title in American Universities, which 
naturally debases the coinage; or, more generally, to the fact tliat 
American Universities, having never had tire cloistered and 
scholarly character of European Universities, but hating been 
always an accurate mirror, and very much part and parcel, of 
ordinary American society, have never enjoyed the exceptional 
prestige, amounting almost to veneration, accorded tiieir more 
remote European counterparts. ‘The University in America is 
not a community of scholars, but an enormous agglomerate 
service station, where one can be bom, go to kindergarten, lower 
school and high school, meet the girl-friend, and get married, 
where one can get religious solace or psycliiatric help; where 
one learns to turn out a newspaper, to do bookkeeping, to cook. 
No tvonder the Universities have been luring generals to run this 
domain.’^ 

r 1 owe this fact to Professor Lipset of Columbia University. 

® Quoted in an article by Henry Steele Commogcr, T7;c RtfarScr, October 2 ) JPSt- 
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Generally, I am rather sceptical about the conventional 
insistence on American cultural conformism and lo^v mass 
standards. Many of the glossy magazines maintain a higher 
cultural level than their European counterparts.^ Standards of 
industrial design, from ash-trays through furniture to cheap 
women’s clothes, are significantly higher than in less egalitarian 
Britain. The output of Hollywood is much less standardised than 
non-film-going intellectuals suppose.- More dollars are spent on 
classical concerts than on baseball. Sales of books have doubled 
in a decade. Standards of working-class cooking, both at home 
and in restaurants, are incomparably higher and more varied 
than in England. As for conformism, no doubt the pressure is 
there; nevertheless there are constant successful popular revolts 
against commercial standardisation — as, for example, the post- 
war revival of traditional and progressive jazz, as against the 
standardised large-band ‘swing’ fostered by the commercial 
interests.^ 

But even if we assume the U.S. to be a cultural nightmare, the 
same certainly cannot be said of S%veden, an equally democratic 
and egalitarian society. In no countr)"- of the ^vorld is the quality 
of academic life more distinguished, the prestige of the scholar 
and the intellectual more elevated. And the Swedish level of 
popular culture is of course world-famous. It can be obsen’’ed in 
the uniformly high standards of industrial design, the elegant 
parks and pleasure-gardens, the t^qDical shop display and lay-out, 
the graceful popular restaurants, the pictures by modem artists 
even in milk-bars, the open-air sculptures on housing estates, as 
well as in the better-kno^m spheres of to\vn planning and modem 
architecture. And, significantly, almost the whole of this cultural 
enlightenment is due to pubHc patronage. The fact that S^veden 
eiy’oys both more social equality, and a higher average standard 
of ciilture, than Great Britain, suggests that ^ve need not get too 
fussed on this point. 

1 Though not all — such magazines as Confidential can hardly be considered elervating. 

- No films featuring, for e.'cample, Messrs. Brando, Ferrer, tVelles, Bogart, Dougty, 
Grant, or tVebb, or the NIisses DasTS, Hepburn, tVinters, Lupino, Julie 
whate\'er else may be said against them, could be held to be encouraging a standardised 
uniformity of outlook. 

. 3 Religion in the U.S. displays a wildly eccentric non-conformism by European 
standards. 
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IV The Threat to Liberty 

It is sometimes said that equality must threaten personal 
liberty. This is often argued on udde political grounds, relating 
to the possible tyranny of the ‘mob’ or the ‘masses’, rvho are, it is 
said. Mill, de Tocqueville, and Acton being called in aid, char- 
acteristically indifferent to freedom and hostile to non-conformity. 
And indeed it is clear that popular rule, or the participation of the 
masses in politics, is no guarantee of political liberty, and that 
‘democracy’ in this sense and personal freedom are by no means 
synonymous. Thus it is easy, even in recent history’, to find bitterly 
anti-libertarian movements which enjoyed genuine mass backing, 
as, for example, Fascism and McCarthyism, or which rvere 
mainly based on working-class support, as Communism and the 
Peronista Labour Unions. Similarly it may be true (though 
rather natural) that the working classes arc sometimes less 
liberal than more educated classes - e.g. they may be more anti- 
Semitic or anti-CathoHc, or racially prejudiced, or intolerant of 
dissent. 

But this has little to do with the point under discussion, Wc 
already enjoy in Britain a form of political democracy which is 
strikingly stable, rvhich in no rvay partakes of mob rule or mass 
violence, and which, based as it is on a long liberal tradition, is 
exceptionally tolerant of dissent. Even if w’e attained a greater 
degree of equality, \vc should still retain our Parliamcntaiy' 
institutions, our liberal tradition, and a national character 
strongly attached to personal freedom. There therefore seems no 
good reason rvhy our political liberties should be curtailed. \Vc 
have, after all, more social equality than loo years ago, yet most 
people would judge that our liberties were also greater; it is 
not clear why the trend should suddenly be reversed. And so far 
as personal illiberalism is concerned, a more equal spread of 
education rviU obviously improve matters. 

It might, horvever, still be argued, not that equality represents 
a positive menace to freedom, but tliat inequality represents a 
negative protection of freedom against certain imminent dangers. 
These dangers might stem from the ineritable growth of a^ state 
bureaucracy’ impinging heavily on the lives of indiridual citizens , 
or, more generally, from the potential tyranny of voluntary’ groups 
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(^vhethe^ social, political, or religious). One possible defence 
against such threats, it is said, is the possession of private means. 
This enables at least a fe%v fortunate citizens to finance what may 
be a long and expensive campaign against, for example, the 
threat of dispossession by a Government Department, or even a 
threat of expulsion by a strongly-organised voluntary^ body. 
Grichel Down comes obviously to mind; but history provides 
many examples of men fighting and \\inning battles for personal 
liberty and the right to dissent solely because they had the 
financial resources to sustain them. 

This is a serious point, though wth only a limited application 
to the case presented in this book. It is scarcely relevant at all to 
most of the inequalities which have been discussed. Even in the 
one relevant sphere of wealth-distribution, it does not require 
that we preserve aU our millionaires on the off-chance that 
one of them may fight an occasional battle for freedom, any 
more than on the off-chance that one of them may prove 
an enlightened patron of the arts. But it is an argument against 
carrying equaUty of wealth to a bitter extreme in \vhich no one 
can ever be even temporarily self-sufficient, or have access to 
private resources on -svhich to maintain himself while declining 
to conform. 

This is not, in practice, an acute dilemma in this country, for 
British socialists have never A\dshed to press matters to this 
extreme, or to destroy all moderate fortunes. It %vas, after all, a 
Labour Chancellor, Mr. Dalton, ■ivho raised the death-duty 
exemption limit from ;^ioo to ,^2,000, and the Labour Party 
subsequently pressed successfully for its furtlier increase to ;^3,ooo; 
while socialist literature on the death duties has never been very 
hostile to' estates of, say, -£ 20,000 and xmder. 

Clearly amounts of capital such as these do offer the possibility 
of maintaining independence for a considerable period, and so of 
sustaining dissent or non-conformity, or a struggle against 
bureaucratic injustice. On the other hand, they are not inconsist- 
ent with reasonable socialist objectives. Although, therefore, there 
is a genuine libertarian argument (quite apart from more ob^nous 
economic ones) against a total flat equality, it in no way precludes 
the degree of equality suggested in this book. 
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V Factors Affecting Social Equality in the U.S.A. 

It would Tiardly be denied that the United States had more ' 
social equality, and less sense of class, than Great Britain. I. 
therefore take it as a test-case of the factors affecting social 
equality. I should have preferred to take S-weden, which in otlrer 
ways comes much nearer to a socialist’s ideal of the ‘good’ 
society: that is, it gives a higher priority to social ^vclfarc and the 
social services, it has a greater cqualit)" of wealth, it enjoys a more 
harmonious and co-operative pattern of industrial relations, it is 
characteristically ruled by socialist governments, and its cultural 
record is exceptional. But the choice of the United States is 
dictated by the fact that it is the only coimtry about which a 
sufficient sociological literature exists to just^" more or less 
definite statements. 

This choice inevitably lays one open to misunderstanding. 

I must therefore make it clear that the analysis of social equality 
in America implies nothing about ^vhcthcr the U.S. is or is not 
a ‘good’ society, or a better society than Britain, in other respects 
such as foreign, economic, cultural, racial, or civil liberties 
policies. A liigh degree of social equality is, unfortunately, quite 
compatible with exceedingly reactionary policies in all these fields. 
Nevertheless, since socialists are concerned \sith social equality, 
it seems foolish not to study the American experience. 

The facts about America are hardly in dispute. Objectively, 
class differences in accent, dress, manners, and general style of 
life are very much smaller; and one cannot, strolling about the 
street or travelling on a train, instantly identify a person’s social 
background as one can in England.^ Subjectively, social relations 
are more natural and egalitarian, and less marked by deference, 
submissiveness, or snobbery, as one quickly discovers from the 
cab-driver, the barman, the air-hostess and tire drug-store 
assistant. 2 

^ 1 suggest the following experiment to any sceptic: immediately after a visit to 
America, to travel first-class from Kemble to Paddington by tlic 9.4 on a Monday 
morning, and to follow tliis up ssith a walk tlirough Shoreditch ; alternatively, merely 
to stand (and listen) outside a laigc factory, or cinema, or football match, and com- 
pare it mentally with the same experience in the States. 

- Bagehot once called England a ‘deferential country*. N'o one could apply that 
phrase to the U.S.A. 1 
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The consequence is much less sense of class stratification, and 
in particular of a three-class hierarchy (working, middle, and 
upper), Margaret Mead, in her classic study of the Am erican 
character, n-rites that ‘the American system is really a classifica- 
tion based on a ladder, up which people are expected to move, 
rather than upon orderly stratification or classification of society, 
•i\dthin the pigeon-holes of -which people are bom’,^ Thus the 
‘upper’ classes are merely those ‘whose only possible social move- 
ment is do^\Tiwards. . . . They have no distinguishing manners 
and no distinguishing morals and no distinguishing occupation or 
lack of it. . . , If a member of the upper class of Baltimore should 
turn up in shabby clothes in Billings, Montana, he ^vould find it 
very difficult to document his position. . . . Former residents of 
Baltimore might be able to identify him if they had kno\ra him 
personally, but not by his bearing and accent, as would be the 
case in England.’ ^ 

At the other end of the scale, there is less em^y and resentment 
at high incomes, since those who enjoy them are not thought 
to belong to a different or superior class, or to have inherited them 
from their parents: less distinctive working-class psychology, 
either indmdually or collectively:® less belief in inevdtable class 
conflict: and no parallel to the ideology of class betrayal described 
in Chapter IX. Workers who take managerial posts are not con- 
demned as traitors to their class. Trade Union leaders are not 
thought to be in danger of contamination if they have large 
cars, and smoke cigars, and dra^v huge salaries. The Unions are 
not thought guilty of treachery if they co-operate uith manage- 
ment to boost sales or raise productivity, or even accept a ^vage 
cut to save a firm from bankruptc^’^; nor are they suspect if they 
send their officials to Har\'ard and Yale for training, and employ 
large numbers of university graduates. 

YTiat accoimts for the difference? E-vidently not two factors 
which socialists might traditionally have looked for first: neither 
more public owmership and a less ‘capitalistic’ distribution of 

1 Kelp Tour Pou-'der Dry, p. 58. 

- op. cit., p. 62. Of coiuse one must exclude freal: old-svorld sundt'als liie the 
Creoles of Nei\- Orleans; some older regions in New England are also exceptional. 

3 And the contrast never fails to amaze Americans; cf. this t>-pical comment from 
a ver^’ sympathetic account of a T.U.C. Conference: ‘Labour observers from the 
United States have also been impressed, as Americans in England usually air, by 
the extent and the depth of the class-consdousncss that still prevails among indus- 
trial workers.’ {Kew York Times, 4 September 1952.) 
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economic poiver, nor a more equal distribution of incomes.^ 
This does not prove, of course, that these two factors have no 
relevance in Britain. The determinants of class feeling are not the 
same in every country, but vary vith the cultural and liistorical 
background; and in Britain, more than in most countries, class 
tension and hostility are concentrated in industr)’^, and appear to 
derive from work-relationships. This difference may be due to the 
greater efficiency of American industry, or the higher real wages, 
or the atmosphere of equal opportunity; and it may be that indus- 
trial class feeling in Britain, receding as other egalitarian measures 
take effect, will prove to have been only a rationalisation of quite 
different discontents.- But for the moment it is much stronger in 
Britain, and might be thought to provide a prima facie case for 
changes in the industrial structure. 

Similarly with respect to incomes. Any given degree of income 
inequality may induce more or less resentment, and be con- 
sidered more or less unjust. In Britain, the resentment and the 
injustice are both greater. This is due partly to tlic American 
Horatio Alger and ‘rags to riches’ tradition, ^\'h^ch, by offering a 
greater hope of reaching the top, thereby diminishes the resent- 
ment against those already there: and partly to the fact that a 
higher proportion of large incomes in Britain, being unearned and 
derived from inherited property, do not have tlie excuse of being 
a reward for personal effort or ability. 

A popular view is that the difference between the Uvo countries 
is due simply to the greater vertical mobility in the United 
States. But recent studies have shown that vertical mobility as such 
is not significantly greater, and that sons of manual workers have 
only the same chance as in Britain (and other European countries) 
of rising to higher, non-manual occupational status.^ 

This does not mean, however, that the question of mobility is 

^ Income distribution appears to be very similar in the two countries (r. A. Xl. 
Cartter, ‘Income Shares; Great Britain and United States’, American Economic 
December 1954.) 

- V. Chapter XVI for a further diseussion of these t-arious possibilities. 

3 V. Glass, op. cit., and for a summary of the evidence, S. M. Lipset and X. RogofT, 
‘Class and Opportunity in Europe and the U.S.’, Commentary, December 195.}. There 
appear to be two reasons why so many major countries exhibit a consistent upward 
pattern of mobility: first, they have all experienced for the past three decada a pro- 
nounced growth of white-collar relative to manual occupations, which of course 
creates tlic possibility of upward movement; secondly, in all of them the high-status 
categories have been bearing proportionately fewer cliildrcn than the low-status 
categories, thus leaving still more room for upward movement. 
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irrelevant. Although verticail mobility is no greater in America, 
horizontal and geographical mobility both are. There is, as com- 
pared with Europe, ah exceptionally large and persistent move- 
ment of population into the cities, due to the steady decline in the 
size of tlie - (extremely large) agricxiltural labour force. The urban 
American economy thus offers ample opportunities, not necessarily 
for rising in the social scale, but for changing occupation, for 
starting afresh in new surroundings, for lea\'ing home in search of 
wealth and fame. This favourable ‘opportunity structure’, arising 
from a major structural change in the economy, does make for a 
more fluid and mobile society, ^vith a %veaker link behveen parental 
and filial status. 

In any event, -whatever the facts about relative vertical mobility, 
the accepted image of it is strikingly different in the hvo countries. 
Americans believe in the ‘office-boy to president’ mythology. The 
level of aspiration is therefore higher, the hope of achieving the 
aspiration greater, and the individual’s life-perspective generally 
more buoyant. This of course is immensely significant for social 
attitudes and morale. The difference is no doubt partly due to the 
greater spatial fluidity just mentioned. But it is also due to the 
egalitarian ideology which causes top executives to boast, not of 
their lineage, but of tlieir humble origins; in Britain, by contrast, 
self-made men often tx)'^ to play dowm their social origins, and feel 
embarrassed and inferior at not ha\ang been to a public school.^ 
Thus in America the prevailing ideolog)' emphasises, -whereas in 
Britain it tends to conceal, the extent of vertical mobility; and 
tliis helps to foster the picture of a land of equal opportunity. 

The mobility factor therefore accounts for some part of the 
difference between the t^vo countries. Historical factors naturally 
account for a further part. They account, for example, for the 
fact that in the U.S. the traditional-conservative, as -well as the 
liberal-radical, ideology has been egalitarian from the start, 
\vhereas in Britain it has consistently been (and still is funda- 
mentally) anti-egalitarian. The assumption, sanctified by the 
famous \vords of the Constitution, of a natural human equality, 
has had a profound influence in orienting American social atti- 
tudes in an egalitarian direction; and the results may be obsen'ed 

1 Thus the autobiographies of successful American businessmen have such titles 
as The Story of an American Workman-, cf. the frequent (and often rather misleading) 
advertisements put out by lai^e companies boasting that all their top exccuuves 
started at the bottom and worked their \vay up. 
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far outside the sphere of class relationships - in the relations 
betsveen the sexes, for example, or between voters and politicians, 
parents and children, teachers and pupils, officers and other ranl^. 

This difference again reflects the fact that the U.S. never 
developed a stable, hereditary' ruling-class, or those prestige- 
symbols, characteristic of a riding-class, wluch still persist in 
Britain even though the precise class structure svhich gave them 
birth has largely passed away. Such symbols either do not exist 
at all in America; or, if they do, they are imitative and artificial, 
and have little social significance. To take some examples at 
random, there are no titles of any kind; a few ‘prestige’ schools 
exist, but carrying a social weight and snob appeal in no \vay 
comparable to those of the major English public schools; no 
distinct ruling-class style of architecture has ever emerged, but 
only lavish imitations of Tudor mansions, French chateaux or 
Renaissance palaces; there are debutantes, and even a Social 
Register, but they are not taken seriously outside a very narro^v 
circle. 

Another major difference lies in the more amoi-phous character 
of American society, and particidarly its greater ethnic hetero- 
geneity, The second-generation American never developed a 
proletarian class-consciousness, because he -was never a prole- 
tarian - the lowest-status jobs were ahvays taken over by Negroes, 
or by the next ^vave of immigrants.^ Virtually no second-genera- 
tion whites, for example, have ever done domestic scnicc. This 
particular influence is no doubt weakening \v'itii Negro emancipa- 
tion and the decline of large-scale immigration, but not before it 
has fufilled, as it ^vere, its historic function of inoculating the 
American worker against a proletarian class outlook. 

There arc, however, other reasons for the differences \vliich arc 
not pecuhar to the U.S. A., and which do cany' a moral for 
socialists in Britain. The first and most important is the educa- 
tional system, ■which has none of the fissiparous effect on society 
produced by the British system. The first reason for tliis is the 
absence of any segregation at 1 1 ~ in the slate school sector. 
Public secondary schools arc ‘comprehensive’; and the huge 
majority of tire population tlicrcforc share tlic same educational 
experience up to tlie time when tlicy leave school, 

^ In Professor Hofstadter’s phrase, immigration acted as an automatic built-in 
status elct-ator’. 
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It is true that private schools exist, possibly even in the same 
proportion to the ^vhole as in Great Britain. Yet they create no 
■national educational ehte as do the British ‘pubhc’ schools. The 
figures for private-school pupUs are in fact rather misleading. 
Far more of these schools than in Britain are simply parochial, 
especially Cathohc, schools; and of the remainder, a high propor- 
tion are concentrated in small geographical areas - in traditional 
New England, the ‘social register' areas of New York State and 
Florida, and certain parts of the South. .And the figures are mis- 
leading in another way, since a much larger number of private- 
school pupils than in Britain attend a private school for only a 
part of their educational lives, and spend the remainder in state 
schools. 

In any event, there is much less social gap between the average 
public and private school. Educational standards (in most areas) 
are more nearly comparable than in England; and there is no 
^s'ide gulf in social prestige — few private schools, for example, 
are at all ■widely kno^m by name. And, most important, there is 
little diflference in the school lea\dng age; the great majority of 
high-school pupUs remain until 17 or 18, and one of the major 
causes of the tvide status gap in Britain is thus avoided. 

The consequence is that employers are much less interested in 
an applicant’s school (as opposed to college) background, and 
seldom ask -what school he went to. Different schools cany little 
weight in terms of job selection; and the school s)-stem does not, 
as it does in Britain, largely determine adult occupation, and 
hence access to other high-prestige criteria — income, poorer, and 
occupational status.^ 

Secondly, the pattern of consumption is markedly more equal 
than in Britain. ‘Prestige-goods’ are -vridely distributed, and there 
is less conspicuous contrast between the standard of firing of 
different income-groups. To take the most obrious example, 
almost ever)" family o^vns a car; and this is significant not only 
because a car is the most conspicuous of all consumption goods, 
but also because universal car-o^snership leads to the umversal 

1 A further reason for the lach of correlation, as compared tWth Britain, beruccn 
school and occupauonal status is that not only is the number of children v.-ho 
had a ‘segregated’ education relatively less, but the number of non-manual jobs is 
relatively greater. Thus a high proportion of non-manual jobs are filled by 
high-school pupils; and the tiresome British correlation (grammar or public school — 
non-manual job, sccondarj’ modem = manual), so strongly productive of class feeling! 
is largely avoided- 
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consumption of other conspicuous or semi-luxury goods - holi- 
days, hotels, middle-class habits of shopping, etc. But the lack of 
external class-distinctions can be observed in many otlicr spheres ; 
e.g. clothes, eating-habits, drug-stores, the owmership of consumer 
durables, and so on. 

This greater equality in consumption habits and style of life is 
not due to a greater equality of incomes. No doubt it has many 
and varied causes; the egalitarian tradition rvhich hindered the 
emergence of obvious class differentiation in matters such as 
dress: the influence of the mass media of communications: the 
American trend towards conformism; the gadget-minded and 
novelty-oriented American character; and above all, as I shall 
argue in Chapter XIII, the fact of an absolutely higher standard 
of living. But whatever tire exact cause, it is a factor of profound 
importance in creating a sense of social equality. 

A third factor is the diminishing importance of economic class 
pressures in a high-consumption society. This is the ‘technological’ 
factor referred to in Chapter VIII. In such a society, as poverty 
disappears, so does the driving pressure to^vards economic con- 
flict. Any desired consumption-good becomes more and more 
easily accessible; and economic envy is diminished. Leisure 
increases relative to hours of work, and the importance of con- 
sumption factors relative to tliat of productive relationships. 
The ‘service’ grows relative to the manufacturing population, 
and technical and non-manual relative to unskilled manual 
labour; and the outlines of distinct economic classes become 
increasingly blurred. Ail this has conspicuously occurred in the 
U.S.A., with the result tlrat social attitudes arc less dominated 
than in Britain by consciousness of economic class. ^ 

None of tliis is to be taken to mean, as I have already pointed 
out, that America is a superior socicty\ Social equality can quite 
well be combined rvith a reckless foreign policy, an illiberal 
attitude to civil liberties, an unenlightened tariff policy, an exces- 
sive tenderness to business interests, large-scale uncmploAunent, 
social intolerance, and all manner of reprehensible things. 

Nor does it mean that there is no labour-management conflict 
in industry - on the contrary^, there is; and the Unions often rvage 

1 Interesting evidence of the influence of this factor is to be found in tlie I.ynds 
MiddletowTi studies. Tliey found ih.at between 1925 .and 1935, the conscioiun^s of 
economic class differences had noticeably incrrarfd as a result of the depression [Middte- 
town in Transition, pp. 450 seq.). 
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it more militantly and violently than their British counterparts. 
But because it exists, it does not follow that a whole theory of 
sociology can properly be built around it. And in the U.S. it is 
much less significant for social attitudes as a ^vhole. It goes both 
less deep, since it does not dominate the whole social orientation 
of the individual; and less wide, since it does not determine 
attitudes outside the strict productive sphere as it does in Britain 
(e.g. political attitudes - witness the absence of a Labour Party, 
and of any serious pressure to estabhsh one).^ The economic class 
conflict exists, but is not carried over into ‘off-duty^ or ‘after- 
hours’ relationsliips. 

Nor does greater equality mean that America can show no 
violent social conflicts and resentments; it is only that these can 
normally be traced to ethnic or racial, and not to direct class 
antagonisms. Nor, again, does it mean that one cannot speak at 
all in terms of social classes or that there are no prestige-symbols, 
expressive of social standing:^ or that there are no social gradations 
(as of course there must be in any society).^ It is simply that class 
distinctions are less pervasive and less hereditary, social attitudes 
less class-conscious, the atmosphere more natural and unrestrained, 
the social ladder as a -whole much shorter, and social en-vy and 
resentment less - in sum, social equality is greater. 

The reasons for the difference tend to confirm the analysis of 
Chapter VIII. The technological factor (the stage of economic 
development) is evidentiy of great importance. The mobility 
factor is significant for the image of it which exists in the public 
mind. But because this image is different in Britain, and because 

1 And the pressure is "weaker to-day than 40 years ago; similarly Trade Union 
attitudes are less ‘class-conscious’ now than then. 

- Thus Lloyd -Warner divided Yankee CSty into six classes - upper-upper, lower- 
upper, upper-middle, lower-middle, upper-lower, lower-lower. But it is doubtful if 
these di\Tsions would be thought to have much significance if American thought were 
not oriented in European terms. ‘It is possible to describe the American sj’stem 
without mentioning class. ... If our European observer could be eliminated, I think 
that is the svay it svould be done. An observer from a country svithout a feudal past, 
or an obsen’er from a country still in the feudal state, would find . . . our temporary 
crystallization of status to have so little form as to be unworthy of primary mention. 
(Mead, op. cit., p. 66.) 

3 e.g. East side and West side, uptown and downtown, silk-stocking class, station- 
"wagon class, Scotch and Bourbon, Cadillacs, University Clubs and fratermoes (m 
some areas), Groton, Is'j’ League, the Stork Room, the Social Register. But iMny ot 
these (e.g. the Social Register) are a pure joke; and none carry the social sveight ol 
their British counterparts. 

* In fact, Lloyd IVamer (rather unconvincingly) lists 89 ‘social positions or statuses ! 
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in addition we descend from a still deeply influential traditional 
and hereditary past, the ‘distance’ factors \\all need to be object- 
ively more favomrable to equality than in America. It is clear in 
any event that greater social equality in Britain will require a 
more egahtarian educational system, and a greater equality in 
the pattern of consumption. But it \vill also, for tlie reasons 
described above, call for a further redistribution of inherited 
wealth, and an equahsation of power and privilege witliin 
industry. These four central distance factors are discussed in this 
order in the succeeding chapters. 


R 
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THE INFLUENCE OF EDUCATION 

I Limitations on Equal Opportunity 

T he school s^^stem in Britain remains the most divisive/, 
unjust, and Avasteful of all the aspects of social inequahty. 1 
First, it denies even the limited aim of equal opportunity. 
Before the ■war, it did so to an extent ^vhich now seems almost 
fantastic, so that a high proportion of children had no access to 
secondary education of any liid. Of boys bom bet\veen 1910 and 
1929, only 14% of those from state elementary schools achieved a 
secondary education, compared wth 89% of those from private 
primary schools. Taking the occupational status categories 
described in Chapter X, a boy from categories 1-3 had five times 
the chance of a grammar school education as a boy from categories 
6-7 (and thirteen times the chance of reaching a University) - 
and this -without reference to boys educated at independent 
schools.^ Part of the cause of this deplorable situation ^vas directiy 
economic — even Avhen a working-class cliild did -vdn a free 
grammar school place, his parents often could not afford to take 
it up. But mainly it ^vas due to governmental apathy and mean- 
ness. 

The 1944 Education Act set out to make secondar)’^ education 
universal; and formally it has done so. Yet opportunities for 
advancement are stiU not equal. 

First, the intention -was, since it w'as recognised that the 
grammar schools \vould retain their superior quality and hence 

1 V. Glass, op. cit., Ch. V. 
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their cilffercntio-l Eciv3.ntEge as an a-venne to the better occupa- 
tions, to throw open this advantage, by abolishing fees and 
standardising entry procedures, to all social classes on equal 
terms. This aim has not yet been fully realised. The class distribu- 
tion of the grammar school population is still markedly asketv. 
An investigation in 1951 showed tliat the middle class was still 
heavily over-represented the upper working class, witli one- 
third of grammar school places, now reasonably rvcll represented : 
but the lower working class, with only 15% of places, still hcaN-ily 
under-represented. 2 And not only do proportionately more middle 
class children enter the grammar schools, but once tltcre they do 
much better. Children from professional and managerial families 
account for 15% of the total population, 25% of the grammar 
school population, and 44% of the sbeth-form population. 
‘From the children of [such] parents at one extreme to the 
children of unskilled workers at the other there is a steady and 
marked decline in performance at tire grammar school, in the 
length of school life, and in academic promise at the time of 
leaving.’® 

These contrasts are much larger than can be explained on 
genetic grounds. No doubt the proportion of liigh-I.^. children 
is greater amongst the middle class than amongst the working 
class; but given the far higher absolute numbers of the latter, 
one would still expect them to show significantly better results 
than they do. The explanation must be looked for partly in social 
influences - the less educated parents, tlie more crowded (and 
noisy) homes, the smaller opportunities for extra-curricular 
learning, of working-class children: and partly in financial factors 
- a child continuing at school is still a heavy financial strain on 
working-class parents, and one which could at least be mitigated, 
and early leawng thus discouraged, by more generous main- 
tenance payments and an extension of family allowances. But, for 
the present, equal opportunity is subject to definite limitations.* 

But the question of grammar school places is relevant only 

r That is, over-represented from tlic point of vicsv of equality and justice — not 
necessarily, as things now are, from the point of view of clhcicncy. 

~ V. A. H. Halsey and L. Gardner, ‘Social mobility and acliicvcTncnl in four gram- 
mar schools’, J. Sociohgy, ^^arch 1953- 

® Early Leaving (H.M.S.O., 1954). 

* This is quite apart from the notorious inequalities of opportunity dcrisang from 
tlie unequal geogmphual distribution of grammar school places. 
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to the above-average child. Matters are much worse when we 
turn to the average child. The least we can ask for is that all 
ordinarj" children^ irrespective of social background, should 
enjoy a good primaiy' and secondar}- education in decent build- 
ings, ivith classes of reasonable size, and up to a reasonable age. 
This the children of better-off parents enjoy in the independent 
schools. But many -working-class children, o^^^ng to the appallingly 
lo%v quality of parts of the State educational system, are still 
enjoying nothing of the sort. 

The handicap arises mainly from overcrowding and bad 
buildings. The deficiencies on these two counts are by no-iv notori- 
ous. The Select Committee on Estimates ^^TOte in 1953 that ‘at 
ever}’^ point they ^vere confronted ■v\’ith overcrowding, lack of 
schools, a shortage of teachers, and often rapidly deteriorating 
and even dangerous school buildings. . . . The condition into 
which many of the older schools in the coimtty’- have fallen is the 
worst feature. Some of them are no better than slums.’^ No doubt 
matters are gradually — though very gradually -improwng; and 
the situation will be greatly eased tvhen the population ‘bulge’ has 
finally left the schools in the early 1960s. 

But one cannot speak of even an approach to equal opportunity 
xmtil the aN'erage size of class in State schools has been sub- 
stantially reduced : the ‘all-age’ schools, -^vhich still deny a proper 
secondary education to over 700,000 children, have been re- 
organised: the black-listed slum schools have been closed do^\^l: 
the many structurally sound but grimly forbidding Victorian 
Gothic schools in industrial towns have been improved : the school- 
leaving age raised: and Coimty Colleges opened as emisaged 
in the 1944 Act. This is, of course, simply a matter of money and 
resources, on which something is said later in the chapter. 


n The J{eed for Reform of the Public Schools 

But even ^^'hen these improvements have been made, %ve shall 
still not have equahty of opportunity- so long as we maintain a 
sj’^stem of superior private schools, open to the -svealthicr classes, 
but out of reach of poorer children however talented and deserv- 

1 Eigklh RtpOTifTom Ihi S:Uci CommtUe m Estimates (S'ssim 1952-3), pp. vu and ix. 
Cf. also Pegg>- Jay, Biiier Schools E'cic! (Turnstile Press, 1953.) 
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ing. This is much the most flagrant inequality of opportunity, 
as it is cause of class inequality generally, in our educational 
system; and I have never been able to understand \vhy socialists 
have been so obsessed vdth the question of the grammar schools, 
and so indifferent to the much more glaring injustice of tlic 
independent schools.^ 

That these schools are superior, and notably the ‘public 
schools’,^ is beyond dispute. As compared even "^ntli grammar 
schools, let alone most secondary modem schools, tlicir stafhng 
ratio is higher, the academic quality (and often the devotion to 
teaching) of the staff superior, their surroundings more agreeable, 
their extra-curricular facilities more ample, and (most important 
for good teaching) their holidays longer. It is sometimes said that 
these advantages are confined to some tliirty or so of the major 
public schools, and that tlie remainder are in no ^\'ay education- 
ally superior to good grammar schools. I doubt this (except for a 
tiny handful of famous grammar schools). But even if it were true, 
the minor public schools would still confer a crucial social advant- 
age, namely, better prospects of a high-paid or high-status job. 
This advantage is attributable partly to the \s’idesprcad belief 
(whether well-founded or not is irrelevant) that public school 
products are more dependable and self-reliant: partly to the still 
important though intangible factor of the right accent, bearing, 
and manners: and partly to the fact that persons no\v in authority, 
and responsible for selecting and promoting, have commonly 
themselves been to public schools, and so have a natural bias. 
This bias may often be unconscious (though loyalty to the old 
school is by no means defunct) ; but it is none tlic less real for that. 
The consequence is that boys even from minor public schools have 
significantly better occupational prospects at any given level of 
educational attainment; and tire attachment of parents to Uiesc 
schools is not just irrational ‘snob’ prejudice. 

Granted that tlris is an obwous injustice, what is to be done 
about it? There are tlirec possible courses of action. First, the 
State might proscribe pidvatc education altogether, on the 

1 Challenge to Britain contained no proposal rvhatcs-cr for altering the present ss-steni, 
Tlicrc have been a very fesv exceptions to tlic general indificrcncc (cf. H. D. Ihichcs, 
A Socialist Education Policy, Fabian Society, 1955). 

2 By which is meant here the independent boating schools, and not the entire 
membership of the Headmasters’ Conference. Foreign readers should note the quaint 
solecism whereby public schools mean cxclusis-c pris-ale schools. 
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grounds that the purchase by wealthy citizens of so overwhelming 
a social advantage is clearly inequitable. T his is not the right 
solution. It is out of tune -with the temper of the coimtr\% and is 
therefore not likely in any event to be politically practicable. 
It is not sensible to stifle aU private educational experiment; 
this may be sometimes crankish, but at other times is genuinely 
progressive. And a flat proscription is undesirable on libertarian 
grotmds. Once incomes have been distributed as the government 
of the day thinks fit, it is generally right, save in -war-time or post- 
■^var periods of national crisis, that citizens should be left firee to 
spend them as they ■\\ish, pro\ided only that no nuisance is 
caused to others. And the interference \rith private libert}' would 
be intolerable; the closing of all independent schools -seould 
naturally encourage a strong demand both for private tutors 
and places in schools abroad; and the resulting inequahties would 
compel the extension of the ban to these facilities also. 

The second approach is the sanguine one. Some optimists 
expect the public schools to Avither quietly a\vay as redistribution 
bites further into the higher incomes, and as the State schools 
improve their standards. This is excessively hopeful. "WTiatever 
happens in the State system, the independent boarding schools 
\sill long retain a real advantage in educational standards, 
social prestige, and job prospects; and recent years have shown 
that middle-class parents are prepared to make ver\" substantial 
sacrifices to obtain this advantage for their children. Aloreover 
our tax s^'stem permits fees to be paid in many other ^^'ays than 
out of current taxed income — not only out of capital, or tax-free 
capital gains, but by tax-free covenants taken out by relatives, or 
insmance pohcies taken out at birth. The next Labour Govern- 
ment might alter matters somewhat. But aU the public schools 
no^^■ have long -waiting-lists; and in the light of middle-class 
parental psj'cholog)", I can see little sign that they are hkely to be 
star\*ed out by penury-. 

A drift a-^vay from the private preparatory' schools is rather 
more likely. These offer, on the average, a lesser relative educa- 
tional advantage; in the nature of things they have littie influence 
on ultimate job-selection; and although some of them are appall- 
ing breeding-grounds of snobbery', they* carry less social prestige 
than the public schools. It is therefore quite possible that middle- 
class parents might gradually' desert them as standards in the 
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primary schools improve. ^ This would be \s-holiy desirable. The 
educational loss would be infinitesimal, if indeed positive at all; 
and a pronounced social gain from mixing the classes would 
result. But in England at least no change at tiic primary' level can 
ever be wholly decisive, either for class attitudes or the diffusion 
of opportunities; and the problem of the public schook remains. 

The third and most sensible approach is to work for a gradual 
integration of these schools into the State s>'stem of education. 
This is no more than a reversion to the proposals of the Fleming 
Committee, which, recognising even in 1944 tlie injustice of tiic 
present system, recommended that the independent schools 
should initially offer 25% of their places to non-fee-paying pupils 
from State elementary schools, the proportion to rise stage by 
stage ‘with a view to the progressive application of the principle 
that schools should be equally accessible to all pupils and that no 
child otherwise qualified shall be excluded solely o\sing to lack 
of means’.® 

Unfortunately this recommendation was not implemented after 
the tvar. In some areas no attempt whatever was made to follow 
it up, in others local authorities compromised ^^^th a much lower 
figure than 25%. The reasons for this failure arc well known. 
Local authorities, naturally reluctant at a time of rapidly rising 
rates to incur the heavy additional fee expenditure involved, 
always disliked the scheme. Many parents of working-class 
children were also hostile ; and indeed it is far from clear that the 
social and psychological effects of applying tire proposal on a vcr\' 
small scale are at all desirable - the ‘guinea-pig’ children will 
either be unltappy, or become declassed and in any case the effects 
on the social structure would be infinitesimal. And both the 
grammar schools and Labour educationalists sverc naturally 
unfriendly to the removal of the best pupils from the State system 
in order to bolster up the private sector. 

But this is quite a different matter from appl^fng the scheme on 
a really large scale; and the next Labour Government must 
simply choose betsveen sending no State-aided pupils to the public 
schools at all, svliich svould be a public confession that it had lost 

I Although a condition of this occurring might be a change in the Common l.ntranrr 
examination; this is now attuned to the syllabus of the private preparatory’ jcncv^.s. 
which is different in many respects from that of the Slate primary' schooh. 

“ T~he Public Schools and the General Educational Systan (H.M.S.O., J9I4)» PP* ^5"^* 
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interest in socialism and equality; ^ and sending a really large 
number. Clearly it must do the latter, and announce that its 
policy requires the grant by the public schools initially of 25% 
‘free’ places, rising rapidly to 50%, and later to at least 75%; 
the ultimate objective being 100% competitive entry, regardless 
of whether the children had prewously been to State or private 
schools. 2 The corollary ^vould be financial assistance, and public 
representation on governing bodies. 

Would this raise insoluble social and educational difficulties?® 
So far as the public schools themselves are concerned, the answer 
is surely no. We already have a large number of ‘direct grand 
schools, including some of the most famous grammar schools, 
operating a 25% or 50% ‘free place’ system A\dth great success. 
They find neither that the publicly-appointed governors make an 
interfering nuisance of themselves; nor that selection by an 
external test gives worse results than the school’s o\vn internal 
methods of selection: nor that social divergences arise between 
aided and fee-paying pupils. No doubt in major public schools, 
where the latter are drawn from a narrower social class, such 
divergences ^vould be more obvious. But then half the object of 
the scheme is to present social contrasts imder a single roof, in 
order ultimately to narrow them. 

Unlike the limited post- 1945 experiment, this reform must in 
the last resort be the responsibility, both financial and administra- 
tive, of the central government. Otherwise the local authorities, 
\rith an eye on their rates and fearing the extra cost, ■will simply 
decline to co-operate (or else select only their problem children). 

Could such a reform be carried through voluntarily? It is 
always better to act by agreement if this is at all possible. Although 
the public schools are not now under any great financial strain, 
many headmasters, and notably those from the better and more 
famous schools, have a distinctly bad conscience about their 

1 Incredibly enough, the Labour Party made this confession at the last election - 
unless some stray pieces of nationalisation were thought to be a substitute for reform- 
ing the strongest remaining bastion of class prisdlege. 

- The allotted places need not all be completely free; payment could (and should) 
be assessed according to a graduated income scale of the kind already applied to 
State university awards. 

3 For an e-xcellent discussion of some of the problems involved, v. Hughes, op. at. 
One obvious problem would be the age of entr>-, since the break between primary' 
and secondary education is now u in the State sector and 13 in the private sector; 
some adjustment would be necessary here. 
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present methods of selectionj and they might be inclined to 
co-operate. It would certainly be worth while to make a bid for 
an agreed scheme first; and if a majority of the public schools 
came in, this might be sufficient. But if a majority declined, the 
community must then assert its right to deal with what is a 
flagrant restriction on equality of opportunity. 

By this solution the public schools, while retaining their 
distinctive character, teaching cadres, and gentune educational 
assets, would steadily grow more socially heterogeneous; and 
they would cease to cause that interaction bet%veen parental 
status, educational opportunity, and filial status which now 
creates such social ‘inertia’, and restricts the upward movement 
from below. No doubt middle-class children would remain for 
some time over-represented, as they are in the grammar schools, 
by virtue of genetic or environmental advantages. But the over- 
representation would at least be based on genuine differences in 
intelligence, and not on the adventitious possession of private 
means; and in any event it would be much less marked than 
now. 


in The Case against an Elite School System 

We should then have an educational system which was excep- 
tionally just and fair, in the limited sense of offering equal 
opportunities regardless, so far as this is ever possible, of birth or 
wealth; and exceptionally efficient in that the ablest pupils would 
be creamed off and given a superior training. We should largely 
have attained the goal of the equal-opportunity society. 

But I argued in Chapter X that this was not a sufficient goal 
for socialists in Britain. Equal opportunities for self-advancement, 
superimposed on a segregated educational system, would still 
leave too wide a gap between the new elite and the average 
citizen. Of course the gap would be less, owng to the freer vertical 
movement, than under the present system; and the selection for 
the elite more just. And of course some degree of educational 
‘eliteness’, resting on the Universities, the sixth forms, or simply 
the fact of staying at school until i8, is inevitable. But here the 
prestige-gulf between the public schools and the rest would still be 
such as to create an ehte much too detached from the point of 
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view either of social justice, or contentment, or democracy.^ 
We can find supporting evidence for this ^^e^v in the posMvar 
experience of prodding equal opportunities even wthin a 
segregated State system of education. 

The implementation (though it is not clear that it -was the 
intention) of the 1944 Act -was in terms of a tripartite secondary 
school system - grammar, secondar^’^ modem and technical - the 
three streams being di\dded out by a selection at 1 1 + . Although 
there was supposed to be ‘parity of esteem’ between the three 
types of school, it ^ras recognised that the grammar schools ^vould 
long retain their superiority; and the 1 1 -f examination, com- 
bined \\ith the abolition of grammar school fees, was intended to 
provide an equal opportunity for all children to enjoy this 
superior advantage. 

It was precisely because the advantage %vas so superior that the 
1 1 -f examination assumed such overwhehning importance, both 
objectively and subjectively, in the years following the w^ar. 
Not only did the grammar school often start ■with a long-standing 
prestige, ^vhile the secondar)’’ modem started with none; not 
only did it offer an immensely superior education at a time "when 
the secondar}’^ modem school ^vas being impro\ised, usually from 
scratch, and in w'holly unsuitable buildings ; but it also represented 
the main, if not the only, avenue to w'ell-paid, non-manual, high- 
status occupations. This reflects the fact that as the small man and 
the self-employed ^ve w'ay to the large-scale managerial stmcture, 
and as technical proficiency becomes increasingly essential, educa- 
tional qualifications (^vhich in this context mean a grammar 
school background) become more and more the indispensable 
condition of rising in the social scale. 

"We have here a microcosm of w'hat a national elite s>'stem of 
education, based on competitive entr^’^, might look like. One 
thing cannot be doubted, that it would be exceedingly unpopular. 
The 1 1 -f examination came to be bitterly disliked and resented. 
It w'as thought that a child’s w'hole future %vas decided on a 
single day’s test.- No doubt much of the dislike ^vas based on 
ignorance or exaggeration. The results w'ere in fact never decided 
on a single day’s test. Immense care w'as commonly taken over 

1 r. Chapter X, Section V. 

- Tlie middle and upper classes, if they have girls of University age, arc now 
gaining an inkling of -what the 1 1 -f examination is like from the extranely com- 
petitive conditions of entry into women’s colleges at Oxford and Cambridge. 
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experience at least up to the official school-leaving age. Indeed if 
the argument of previous chapters is accepted, this would seem, 
if we had a free choice in the matter, a condition of creating an 
equal and ‘classless’ society. 


rv Comprehensive Schools in Principle 

In fact we do not have a completely free choice, since ^ve inherit 
an elaborate non-comprehensive school structure, which cannot be 
forcibly dismantled. For tliis and other reasons to be discussed in 
Section VI, the Labour Party could never impose a comprehen- 
sive system rapidly on the entire country. Nevertheless we have 
some choice in the matter; and we must therefore consider the 
arguments commonly brought against comprehensive secondary 
education. 

The most forceful opposition spokesman has been Dr. (now Sir) 
Eric James. ^ He bases his case on a passionate belief in the 
importance of ‘leadership’ - an importance greater than ever no\v 
that the range of social problems has become so ^vide and com- 
plex. The nurture of potential leaders, he argues, must be the 
first concern of the educational system; this requires their segrega- 
tion into separate schools; and any egaUtariari sentiment must 
give way to tliis over-riding aim. 

No reasonable person ivould deny that leadership is important. 
But general statements do not advance matters very far. For 
instance, how iride a gap in status is required between the leader- 
ship elite and the rest of the community? How do we weigh the 
need for leadership against other social ‘goods’, such as democracy, 
or equahty, or group participation? And, more fundamentally, 
can we so precisely dehneate the quahties needed for leadership 
that ive could, even if we so wished, build our entire educational 
structvue round them ? 

Dr. James lists these qualities as high intelligence, an intensive 
academic education, integrity, courage, judgment, stability, tact, 
and perseverance.- But some of the most effective leaders in 
liistory have been illiterate, academically moronic, dishonest, 


1 V. Education and Leaderslnp (Harxap, 1951). 

- The qualities, evidently, of a successful headmaster. 
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lack of this practical \s-isdom amongst so many contemporan- 
intellectuals. 

On the question of technically efiBcient leadershipj there is 
often a misunderstanding. It is sometimes said that the selective 
education of the most talented children is essential to Britain’s 
survival in a competitive and technical world. But what this 
survival calls for is simply a great deal more expenditure on 
research, applied science, technical colleges, and so on; and this 
does not require segregated secondary* schools of the 1)^6 sug- 
gested, as the example of the U.S. clearly sho^s•s. And there is a 
more general confusion here. INTrere Britain lags behind the U.S. 
is not in the cahbre of the top academic or ‘grammar school’ 
section of the population, but in the average technical abiliu* lower 
dosNTi the scale. From this point of \iew we positively need less 
concentration on an educational elite, and more on the average 
standard of attainment It is here that Britain is ahvays \veakest; 
and America gains competitively far more from haxing eight times 
the proportionate number of students in (often second-class) 
Universities, than Britain gains from ha\ing public schools and 
grammar schools. 

Lastly, the democratic qualit}* of leadership. Dr. James argues 
that segregation along Platonic lines represents a ‘profoundly 
democratic conception’, since it pro\ades equal opportimity 
\sithout regard to birth or wealth.^ Certainly this is more demo- 
cratic than segregation ^\■ithout equal opportunity, such as we 
have at present. But this is scarcely the relevant comparison; 
and one cannot reasonably maintain that any s>*stem of segrega- 
ting a particular group of children, however chosen, into superior 
schools offering superior prospects, is more democratic than a 
s}3tem in which all children share broadly the same education. 
And ^vhichever is the more democratic conception, the latter is 
sxtrely more likely to foster democratic attitudes. 

We caimot, I think, yet be at all sure %s'hat st'stem of education 
is most likely to generate the t\*pe of leadership which we require; 
indeed it is not altogether clear, in our rapidly changing society, 

1 op. dt., p. 31. But so far as Plato himself is concerned, most people vrould prefer 
Mr. Crossman’s judgment. ‘Plato’s philosophy is the most savage and the most 
profound attack upon Liberal ideas which histon- can show. It dedes every axiom 
of “progressive” thought and challenges all its fondest ideals. Equality, freedom, 
sdf-govemment - all ^ condemned as illusions which can only be held by idealists 
whose s}Tnpathies are stronger than thdr sense.’ (R. H. S. Crossman, Plcio 
Alien and Umvin, 1937, p. 132.) 



THE INFLUENCE OF EDUCATION 

what type of leadership we do require. But prima /aaV judgments, 
and a consideration of the experience of other countries, certainly 
do not point unequivocally to a Platonic elite. 

One may be allo^ved to ignore other arguments, allegedly of 
principle but in fact rather emotional, such as that to object 
to an ‘aristocracy of learning’ is to display ‘social prejudice’, or a 
bias in favour of mediocrity, or ‘a purely political’ attitude, or 
an indifference to the needs of individual children and hence to 
the requirements of the community. ^ We may assume that neither 
set of protagonists is more prejudiced, political or callous than the 
other; but that they simply differ on how various values are to 
be weighed, how the community can best be organised, and ho^v 
the needs of children as a whole can best be met. Nothing is to be 
gained by the use of prejudicial language. 


V Comprehensive Schools in Practice 

But many people still object to the idea of comprehensive 
schools, not necessarily on grounds of principle, but simply 
because they fear the results may be bad in practice. The most 
common fears are, generally, that standards will be lowered, 
and the clever child held back to the pace of the average child: 
and specifically that if the school is to cater adequately for ad- 
vanced and sixth-form study, it must be vast in size - Dr. James 
mentions a figure of 5,000 - and so sacrifice any intimate, personal 
quality, and all chance that the headmaster udll know all his 
pupils personally. 

These are matters to be determined factually; and in this 
country, with (at the time of writing) only some 14 comprehensive 
schools as yet in being, there is naturally no conclusive e\ddence. 
But a careful study of the experiments to date affords at least 


1 James, op. cit., p. 44. It seems hard that socialists should have to bear the entire 
brunt of this disapproval, since many highly respectable non-socialists have also 
objected to an aristocracy of learning. Even so impeccably-constituted a body as 
the Fleming Committee regarded ‘any segregation of the particularly gifted children 
of the country' as altogether unfortunate. ... If a school is to be a true community, 
it must contain children of varying intellectual qualities. . . . Any attempt to make 
use of the Schemes which we propose in order to segregate the abler children and to 
send them to boarding schools would be socially and educationally tvrong.’ They 
therefore rejected ‘without hesitation’ any idea of a competitive c.'amination for the 
free public school places (p. 71). 
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preliminary evidence j and this does not bear out the fears ex- 
pressed. ^ There is no sign of any levelling-doum of standards, and 
some evidence even of the reverse. The main reason is tliat the 
comprehensive schools have not, as many feared (and some 
hoped) that they -would, mixed children of different abilities in 
the same class, but have adopted a system of testing and differen- 
tiation. designed to produce homogeneous classes of more or less 
similar standards of attainment. 

This has shocked some comprehensive enthusiasts, -who had 
hoped for a system of ‘social promotion’ on the American model, 
wth virtually no grading by ability. ^ But both common sense and 
American experience suggest that this would lead to a really 
serious leveUing-dowm of standards, and a quite excessive handicap 
to the clever child. Di-vision into streams, according to ability, 
remains essential. 

This does not mean, as some critics suggest, that the whole 
experiment is then a -\vaste of time, since this selection by ability 
will reproduce all the etdls alleged against the 1 1 + examination. 
This is to get the matter out of perspective. The object of ha-ving 
comprehensive schools is not to abolish all competition and all 
env)'-, which might be rather a hopeless task, but to avoid the 
extreme social dhision caused by physical segregation into schools 
of wdely divergent status, and the extreme social resentment 
caused by failure to win a grammar (or, in future, public) school 
place, when tlris is thought to be tlie only avenue to a ‘middle- 
class’ occupation. That di-vision and that resentment bear no 
relation whatever to the effects of grading a single school, 
with the possibility of re-grading at any time simply by mo-ving 
across a corridor. One has only to think of the present public 
schools, W'here it could hardly be maintained that the divisions 
and resentments created by failure to get into the sixth-form, or to 
become a prefect, are in any w'ay comparable \\ith those caused 
by failure to mn a grammar school place. 

So far as the sixth-form argument is concerned, the e\idcnce 
is necessarily inconclusive. It is not true diat all comprehensive 
schools will in fact be vast; most of those now’^ projected are for 

1 c. Robin Pedley, Comprehemizt Schools To-daj (Coiwcils and Education Press, 1955)- 

~ Some of them, their heads perhaps a little turned by too much sodoloCTi 
insbt on classes being known not by numbers, but by the teachers’ namts, le^ ^y 
mark at all of superior or inferior status be conferred. This is simply cgalitanarusro 
run mad. 
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well below 1,500 pupils, and some for only 500-600. Even suppos- 
ing the average size to be 1,000, it is not clear to the layman, given 
a reasonable devolution, that this must be disastrous. Many 
public schools are of a comparable size; and most of their products 
whom I know had little personal contact with their headmaster, 
for which they now seem none the worse. At any rate, the existing 
comprehensive schools appear to provide for advanced -work at 
least as adequately as do most grammar schools; and this is a 
criticism which so fair, at least, must be regarded as non-proven. 

Much of the argument against comprehensive schools proceeds 
by analogy. The critics point to the low standards characteristic 
of many American high schools. These lo\v standards are not in 
dispute. But there are many possible explanations besides the 
comprehensive character of these schools : for example, the anti- 
highbrow and anti-academic (‘anti-egghead’) tradition of Ameri- 
can life, the acute shortage of teachers (especially male teachers), 
the low quality of many of the teachers (amounting sometimes 
almost to illiteracy),^ the insistence on automatic ‘social promo- 
tion’ by age-groups and the lack of grading by ability, an excessive 
attachment to Deweyism and ‘life-adjustment’ education at the 
expense of more basic academic disciplines, the overwhelming 
preference for vocational courses, and so on.^ AU or any of these 
influences, none of which are or need be reproduced in English 
comprehensive schools, may be responsible for the lower standards. 

This is confirmed by the experience of Sweden, -^vhich has 
recently embarked on the experiment of replacing a tripartite 
by a comprehensive system of education. (Indeed the compre- 
hensive schools are actually to embrace primary as weU as 
secondary age-groups.) This experiment appears to be proceeding 
most successfully. The size of school varies from 200 in rural areas 
to 1,200 in Stockholm; and no one suggests that a much larger size 
is necessary to ensure an adequate grammar school stream. 
Educational standards have been maintained. There is no dis- 
agreeable status gap or resentment betv'een the different streams. 


r V. ‘Can Our Teachers Read and Write?’ Harper’s Magaiine, November 1954. Of 
course it is not intended to suggest that these low standards are universal; but the 
average teaching standard is certainly lower than in England. 

2 The range of subjects taught is often distinctly bizarre - from driver education 
and consumer buying at one end, to the study of ‘boy and girl friendships’, ‘one’s 
own personality’, and ‘plans for marriage’ (for senior pupils only) at the other. 
I have taken these examples from an actual high school prospectus. 
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And all the major political parties are supporting the experiment. 
Taking Sweden and America together, it seems clear that the 
results of comprehensive education are not uniquely determined 
by the fact of ‘comprehensiveness’, but depend mainly on the 
cultural traditions of the country concerned. 

And surely the analog}'^ of the pre--vvar public schools is relevant. 
Many of them then bore a close resemblance to a comprehensive 
school. They \s'ere often extremely large — certainly too large for 
the head to kno\v each individual boy. They taught all faculties - 
they had, that is to say, the equivalent of grammar, secondary 
modem and technical streams. They took aU intellectual levels, 
and not simply the top 15% or 25%; indeed vdth a few notable 
exceptions, such as Winchester, almost any child, unless an 
imbecile, could find a place. No doubt the average level of 
intelligence was higher, casing to the more favourable parental 
background; but the dispersion was probably not significantly 
less. Yet the educational results were excellent, even in lesser- 
known schools where no exceptional heredity factor -was at work. 
It seems that many of the anti-comprehensive arguments are not 
consistent -with a belief in the virtues of the mixed fee-pa}dng 
public school. 


VI A Labour Educational Policy 

Were ■we starting tabula rasa, I should therefore strongly favour 
a non-segregated, comprehensive system of schools, -with other 
schools, not indeed abolished, but existing merely as an oblique 
appendage to the national system, as they do in most other coun- 
tries, and not as a separate, nation-Asdde top stratum, as in 
England. The social arguments for this solution seem to me 
irresistible, the educational arguments against it inconclusive. 

We are not, however, starting tabula rasa, but with segregated 
schools already established and strongly entrenched; and even if 
they ^verc not, %ve could still not drive straight on to the objective, 
for tlie ground ahead is studded Mth obstacles — the shortage of 
suitable buildings, the state of public opinion, and the fact of 
local educationaf self-determination. 

Thus even -vsdthin the state sector there can be no question of 
suddenly closing down the grammar schools and converting the 
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secondary moderns into comprehensive schools. These latter 
require a quite exceptional calibre of headmaster, of which the 
supply, is severely limited; a high-quality staff for sixth-form 
teaching - again a factor in limited supply: and buildings of an 
adequate scale and scope - and most secondary modern buildings, 
which would have to be converted, are quite unsuitable. Until 
and unless the proper supply conditions exist, it would be quite 
wrong to close down grammar schools of acknowledged academic 
quality. The result would simply be a dechne in educational 
standards, and discredit on the whole experiment. 

Not that this would be possible, in any event, so long as rve 
have local autonomy in educational matters. Only a minority 
of education authorities at present favour a large-scale conversion 
to a comprehensive pattern; and no one proposes that the re- 
mainder should be coerced. It would, moreover, be absurd from 
a socialist point of view to close down the grammar schools, while 
leaving the public schools still holding their present commanding 
position. This would simply intensify the class cleavage by remov- 
ing the middle tier which now spans the gulf between top and 
bottom. It is curious that socialists, so often blind to the question 
of the public schools, should fail to see that ‘parity of esteem’ 
within the State sector, combined with a continuation of independ- 
ent schools outside, will actually increase the disparity of esteem 
in the system as a whole. ^ 

What, then, can be done ? First, a Labour Government should 
explicitly state a preference for the comprehensive principle, 
and should actively encourage local authorities — and such 
advice carries great weight — to be more audacious in experi- 
menting with comprehensive schools in the light of the marked 
success, described in Dr. Pedley’s survey, of the experiments to 
date. ^ 

Secondly, where new comprehensive schools cannot or will not 
be built, Ae object must be to weaken to the greatest possible 
extent the significance of the 1 1 -f- examination, and the rigidity 
of the prestige and physical barriers inherent in the present 
tripartite stratification. This is partly a matter of money and 

^ At least until the esteem of the State sector is relatively much higher than it is 
to-day. 

2 But ^vith the important proviso, in large cities which arc divided into rather 
clearly-marked one-class neighbourhoods, that the catchment-areas arc so drawn 
as to straddle neighbourhoods of different social standing, 
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resources. As new secondary modem and technical schools are 
built and staffing ratios improve, thus narrowing the gap in 
standards and general ambience, so the desperate, universal 
obsession -ivith a grammar school place w'ill weaken. It is pardy a 
matter of facilitating later transfer, so that the ‘last chance’ 
atmosphere no^v attaching to the i x -f examination is dissipated. 
And it is partly a matter of severing the present direct and unique 
link between grammar school and superior occupation - by 
creating ‘grammar school streams’ in secondary modem schools, 
encouraging the taking of subjects in General Certificate, institut- 
ing ‘special courses’ of a more advanced nature, facilitating late 
transfer into the sixth-form at granrunar schools, and so on. But 
perhaps the most important step, directly in fostering ‘parity of 
esteem’, and indirectly in encouraging these other reforms, w'ould 
be tire raising of tlie school-leaving age to i6. 

All this is to some extent a second-best. Late transfers from one 
school to another are not in general satisfactory' ; and considering 
the leeway to be made up, the secondary modern school will not 
easily achieve parity of esteem. But these changes wiU at least 
increasingly break up the present rigid, tripartite pattern -the 
more so as local authorities experiment with bilateral and other 
nexv types of secondaiy school. Diversification is at least one route 
tow'ards equality. 

But w'e still face the problem of the independent schools. 
One important change for the better, as I suggested earlier, may' 
be the gradual closure, as w'e achieve more equality of -wealth, of 
private preparatory' schools, and the disappearance of one early 
and influential source of class insemination. In the independent 
secondary' schools, the existence of 75% free places -will of course 
w'eaken their present stratifying influence. 

The problem is tlien twofold. First, these schools must not be 
allowed to become the breeding-ground of a new, superior 
intellectual elite. This requires that w'e carefully attend to the 
admonition of the Fleming Committee, that the free places in 
these schools should not go only to the cleverest children, but 
should be spread amongst a -wide cross-section, Avdth a preference, 
naturally enough, for those w'ho want, or seem apt for, a board- 
ing-school education. And in the long run it requires, in my viewy 
tliat some of these schook should be converted to otlrer educa- 
tional uses -as high schools for advanced tuition, short-term 
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boarding establishments, junior universities, adult education 
centres, and the like. 

But a huge gap in social prestige will remain for many years 
to come. Closing this gap is simply a matter of standards in the 
State sector, and hence ultimately of priorities in national expend- 
iture. It is true that an air of unreality, even of absurdity, now 
attaches to this statement. This is because it has so often been 
made in the last few years, especially in perorations, where it was 
always sure of a round of applause; but nothing has ever been 
done to implement it. Only if performance really matches 
promise - only if, that is, the Labour Party gives education a 
much higher priority than in the past, and comes to see it as of 
far greater significance to sociahsm than the nationalisation of 
meat-procuring or even chemicals - only then \sdll the reahty 
take shape in the form of bricks and mortar, more and better 
teachers, a longer school life in ample, imaginative surroundings. 

Gradually, the schools which children go to ivill become, as in 
the United States, not an automatic function of brains or class 
location, but a matter of personal preference and local accident. 
The system mU increasingly, if the Labour Party does its job, be 
built around the comprehensive school. But even in the large 
non-comprehensive sector, all schools will more and more be 
socially mixed; all will provide routes to the Universities and to 
every type of occupation, from tlie highest to the lowest; and it 
will cease to occur to employers to ask what school job-applicants 
have been to. Then, very slowly, Britain may cease to be the most 
class-ridden country in the world. 


277 



XIII 


THE PATTERN OF CONSUMPTION 

I Rising Average Income and the Pattern of 
Consumption 

T he second influence on social equality is ‘style of life’ and 
the \'isible pattern of consumption: that is, how wde are 
the contrasts, both in fact and in terms of how people feel, 
betis'een the style and standard of li\ing of different social groups. 

Naturally this depends partly on the distribution of total real 
income. But it also depends on the distribution of certain especi- 
ally conspicuotis and significant items of consumption; and this 
need not vary directly Avith total income. One aspect of this, to 
which attention was drawn in Part Three, is the consumption of 
‘social’ goods such as health and education. Equality here, what- 
ever the distribution of total income, can have a marked effect 
on social attitudes and the general sense of class equality. 

But this chapter is concerned ^\^th the pattern of personal 
consumption, and %\ith the proposition, ^\'hich has important 
implications for Labour Party attitudes, that seen and felt disparities 
in personal living standards are a function not only of income-distribution^ 
but also of the absolute level of average real income. That is, the higher 
the level of average income, the more equal is the \dsible pattern 
of consumption, and the stronger the subjective feeling of equal 
Imng standards. This arises from the fact that some forms of 
consumption are more conspicuous and socially significant than 
others, and tliat the richer a country gro^vs, the more equal the 
distribution of these particular forms of consumption becomes, 
almost regardless of the distribution of total income. 
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In a poor and backward country, such as contemporary Eg>'pt 
or Persia, the unequal distribution of wealth is glaringly exposed 
to the pubhc gaze by the fact that the rich alone have any 'dis- 
cretionary pirrchasing power’, i.e. surplus of income over sub- 
sistence requirements. They alone, therefore, can afford rvhatever 
luxuries are conventionally considered the prestige-symbols of a 
high standard of living -good housing, high quality clothes, 
excellent food and drink, cars, holidays, travel, restaurant meals, 
TV sets, and the like. The fact, conspicuous to all, that only a 
few rich can afford such expenditures, while the masses live at a 
bare subsistence level, induces an overwhelming sense of inequali- 
ties in style of life. 

But as the national income rises, these ‘luxuries’ come increas- 
ingly within the reach of the masses, until in contemporary 
America, to take the extreme example, a high proportion of the 
population enjoys many of the ‘luxuries’ which until recently 
were considered the prerogative of the rich;^ and the ordinary 
worker lives at what even two decades ago would have been 
considered in Britain a middle-class standard of life. 

But why should this equalise the pattern of consumption? 
Why, with any given income distribution, should not the rich 
move on a further step, and maintain the gap between themselves 
and the masses by branching out into new and equally con- 
spicuous forms of luxury expenditure, which ^vould be just 
as much a symbol of wealth and social superiority as the old? 
One might expect each generation, as incomes rose, to develop its 
own pattern of ostentatious sumptuary expenditure, so that visible 
contrasts in living standards always remained the same. 

The rich cannot, evidently, maintain their lead merely by 
consuming quantitatively more of existing goods. At some point 
they must come up against an effective frontier of consumption, 
set by the law of diminishing marginal utility. It is ^vell kno'wn 
that as incomes rise, the proportion spent on staple foodstuffs falls ; 
and even the biggest glutton soon reaches a point where addi- 
tional quantities of food hold no attraction. The same relative 
decline can, after a point, be observed in respect of tobacco, 
alcohol, and fuel for heat and light. 

^ Or could enjoy if it so wished. In one particularly conspicuous case, housing, it 
does not always so wish; and the shiny car outside the shack is a familiar siglit to 
the traveller. But the reason for bad housing is not solely economic; it lies partly in 
the (to an Englishman) peculiar contours of the American consumer’s preference map. 
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But even more luxurious articles also have a limit. The Tailor 
and Cutter asserts that the ^vell-dressed man-about-towm needs 30 
suits; and although this sets the physical frontier further back than 
most of us would have supposed, it does at least concede that some 
satiation point exists. A very rich man may want two, or even 
three, country-houses or large mansions; but he does not ^vant 10 
or 20, or even indefinitely larger ones. He man -want two, or even 
three, Rolls-Royces; but again he does nofwant 10 or 20, or 
indefinitely larger ones. He' may want to spend six months, or 
more, of the year at Cannes; but he carmot in the nature of things 
spend more than 12. He therefore finds it increasingly hard to 
maintain his lead simply by consuming greater quantities of 
existing goods and services. 

But why cannot he maintain it by extending the number of 
goods which he consumes - by finding new forms of consumption 
to symbolise his superior wealth ? The answer lies in the inherent 
nature of the modern mass-distribution economy, which will, I 
believe, after a certain stage of development, make it almost 
impossible to preserve large disparities in socially conspicuous 
consumption. 

In a pre-industrial society, the possibility of extending the 
number of goods consumed scarcely exists; it is ruled out by the 
slow rate of technical innovation. But then the necessity for doing 
so hardly arises either ; the incomes of the poor are static, and the 
superior living standards of the rich are not being challenged from 
below. 

It is the Industrial Revolution, and the higher rate of innova- 
tion associated mth it, which both poses the problem for the rich, 
and ultimately makes its solution impossible. Initially, it is true, 
although it jerks up the living standards of the masses and so 
shatters the long-standing consumption relationships between rich 
and poor, it also enables the rich to keep ahead by the purchase 
of new luxury goods. For a long time, in the early or middle 
industrial era, while mass production is still the exception yet 
the rate of technical innovation is high, the rich can acquire 
conspicuous new inventions which the masses cannot afford, 
even though their basic standard of hving may be rising. Tlus 
is the pre-mass-production era, when the rate of new invention 
has outstripped the techniques of \ridespread engineering 
application. 


280 



THE PATTERN OF CONSUMPTION 

But this, although prolonged, eventually proves a transitory 
phase. When the Industrial Revolution finally matures into the 
modem mass-production economy, as it has in the United States 
and is about to do in Britain, the rich can no longer hold their 
lead in this manner. This is not because the rate of innovation 
and production of new goods slows down -on the contrary, it 
accelerates still further. But it is now outstripped by an even more 
rapid progress in engineering application, and in the development 
of productive techniques. The time-lag between invention and 
widespread application has steadily shortened from loo years in 
the case of the steam engine to five years, or even less, to-day;^ 
and it gradually becomes possible to mass-produce, at compara- 
tively low cost, almost any conspicuous new invention. 

This development coincides with a change on the side of 
consumption. Not only is it reflected in a rapid rise in incomes due 
to the rising productivity, but the masses, having by now satisfied 
their basic wants, are ready to branch out into luxury expendi- 
ture, They therefore provide a ready market for the new goods, 
and so are always stepping on the heels of the rich. And the trend 
is further reinforced by the development of consumer credit and 
instalment buying, which enables the working class to buy more 
goods than their financial assets unaided would permit. Con- 
sumer credit in the U.S.A. (excluding house mortgage loans) now 
totals over S30 billions, having grown (in money terms) by 500% 
since 1939; between 50% and 70% of sales of all consumer 
durables - two-thirds, for example, of all car sales (new and 
used) - are financed by credit. 

It is thus a basic characteristic of the mass-production, mass- 
distribution and mass-credit economy, towards which ^ve are now 
moving, that the rich will never be able to maintain an extensive 
lead in the consumption of new prestige-goods for more tlian a 
comparatively short period. Of course this would not be true if 
conspicuous new goods came out in a torrential rush - then no 
doubt the masses would fall behind. But even with the highest 
imaginable rate of innovation, new goods of this character, 
distinctive enough to be fastened on as symbols of high consump- 
tion and not simply improvements or small gadgets, wll only 
appear at spaced intervals; and mass distribution ^sill then 
quickly foUo%v. Whereas the motor-car remained a remote symbol 
1 V, Wassily Leontief, Scxtniiftc Ammcan^ September 195^* 
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of wealth in Britain for forty years, it is hard to imagine any new 
article holding this position in America to-day for more than 
five; one has only to think of the spread of cars and refiigerators 
before the war, of TV sets and washing-machines since Ae war, 
and no doubt of drying-machines, electric dishwashers, garbage 
disposal units and air-conditioning plants in the next few years. 

These economic influences are reinforced by familiar sociological 
pressures. The element of emulation and fashion-leadership, and 
the dependence of social status on the pattern of expenditure, have 
already been discussed in Chapter VIII. Naturally these arc 
especially relevant in the case of any conspicuous or revolutionary- 
sounding new commodity; and social pressure therefore combines 
with high purchasing power to create a mass demand for such 
commodities as soon as they appear on the advertisement pages 
of the glossy magazines - or as soon as some of the neighbours 
are seen to own them. This ‘socialisation’ of consumption patterns 
may already be observed in this country on new housing estates, 
where TV aerials were for a time an obvious prestige-symbol.^ 
And it helps to explain the amazingly rapid spread in America 
of any .‘fashionable’ new good - often more rapid than can be 
explained on cost and income grounds. ^ 


n Rising Comumption as a Socialist Objective 

Since the rich wiU not be able to preserve their consumption 
lead through the exclusive possession of conspicuous new goods, 
they must find an outlet for their higher incomes mainly in a 
qualitative increase in the consumption of existing goods, i.e. by 
bu)dng ever more splendid or expensive varieties. But this form of 
outiay, ho^vever lavish, has a much smaller significance for social 
evaluations of comparative living standards. 

This is partly because much high-quahty consumption has a 


^ For a general discussion of the socialisation of consumption, v. Riesman, "ghe 
Lonely Crowd, passim. For its economic implications, v. George Katona, Psychological 
Analysis of Economic Behaviour (McGraw-Hill, 1951), pp. 109 seq., and James S. 
Ducsenberr)’, Income, Saving and the ’Theory of Consumer Behaviour (Harvard, I949)i 
pp. 20-32 (diough the latter’s sociology should be treated with some reserve). 

- Thus Ducsenbcrr>- found (op. cit., p. 104) that washing-machines and refngcra- 
tors spread much more rapidly in the U.S. during the inter-ss’ar years than could 
possibly be explained by smeiations in price or income, or by autonomous changes 
in taste. 
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although a Cadillac costs very' much more than a Che\T:oIet, the 
outward difference is only marginal (indeed to an Englishman 
hardly visible), and any^vay next year’s Chevrolet -will look very' 
much like this'^year’s Cadillac. 

Of course these marginal differences are immensely significant 
for small status gradations. But that is not the point at issue; and 
they certainly do not give rise to a sense of broad class divisions 
or vude disparities in Hving standards. 

Thus the rich cannot, once this stage is reached, preserve a 
conspicuous consumption gap even if they desperately wish to. 
But there are, in any case, certain social pressures, characteristic 
of a mature industrial culture, Avhich tend to moUify' their desire 
to do so. First, from a mixture of social motives combined ^\ith the 
hmitations just discussed, the very rich ^vill often give up the 
struggle at a certain point, and limit the rise in consumption 
altogether. Instead they give huge stuns to charity or education, 
preferring the ‘psy'chic income’ which comes from playing the role 
of benefactor; so we have the phenomenon of the trusts and found- 
ations associated with the names of Nuffield, Rockefeller, Carnegie 
and Ford. 

In addition, as tvas suggested in Chapter VIII, conspicuous 
I consumption becomes positively unfashionable, and may even 
give tvay to conspicuous tmder-consumption.^ This latter has 
always characterised a section of the European intelhgentsia - the 
battered car, the tatty' tweed jacket, the cult of beer and the cheap 
Italian restaurant. But it is now' percolating into the ordinary' 
middle and upper classes — certainly in England, and even in 
America." Ostentation is becoming \'ulgar; rich men tend to 
disclaim their w'ealth; and a general modesty in consumption 
becomes the fashion. This naturally reinforces the trend to^vards 
equality in outward style of life. 

This trend has no%s' gone a long ^vay' in the United States. 
Every' visitor is struck not only by' the lack of glaring objective 
contrasts between the Ihing standards of different social classes, 


1 r. Chapter Section IV. 

- I recently visited a high school in Florida, where I was not surprised to find 
that 400 of the pupils had cars (nor even that 50 were married), but '^^■^s deanildy 
surprised to see a number of battered 25-ycar-old Fords amongst the shiny nctv can: 
even more so to be told that the ot\-ners of the former held a much higher status (as 
measured by the exact criterion of number of date per weel:} than the otmers of 
the latter, who sverc considered rather ordinary and plebeian. 
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but also by the general consciousness of equal living standards — the 
feeling that everything is ivithin reach, and nothing wholly un- 
attainable. This is one of the basic causes of the greater social 
equahty, and the absence of deep class feeling. ^ 

The trend is now beginning to be apparent even in Britain. 
The percentage of working-class expenditure available for pur- 
poses other than food, housing, fuel, and hght rose from 5% in 
1904 to 30% in 1937-8, and must now be higher stiU. The average 
worker to-day possesses a substantial margin not only for the 
traditional woi'king-class ‘luxuries’ — the average household in 
Britain spends about ;^iio a year on alcohol and tobacco,^ and 
another ^^50 a year on gambling; it spends more on alcohol than 
on rents, rates, and water rates, and twice as much on tobacco as 
on heat and hght - but also for relatively new ‘luxuries’, such as 
the cinema, newspapers and periodicals, and books. Every 
household in Britain contains on the average two people who go 
to the cinema once a w'eek; Picture Post, Illustrated, John Bull, 
Everybody s. Woman, and Woman's Own have a combined circula- 
tion of more than 10 million (out of a total of under 15 milHon 
households) ; and every second household contains one member 
who borrows a book from a Pubhc Library once 'a week.® 

But these expenditures, although they represent an absolute 
rise in living standards, do not create much atmosphere of greater 
equahty, since they are either not accepted as significant symbols 
of high consumption, or else they are traditional working-class 
luxuries. It is when we enter the field of middle-class luxuries, i.e. 
genuine prestige-symbols of high consumption, that the trend 
becomes significant. From 1949 to 1954 television hcences multi- 
phed tenfold, and at the present rate of increase a majority of 
households ■will o-wn sets by i960. The number of private cars on 
the road is now 4 milhon, and at the present rate of increase one 
household in four will o'wn a car by 1957- (The first miners’ 
car rally was recently held in Yorkshire.) Half the population 
now leave home for at least a week’s aimual hohday, of whom 

^ Of course the greater equality of consumption patterns as compared with 30 years 
ago is also due to the marked redistribution of income which has taken place. But 
this is probably a less important factor than tlie rise in the absolute Jc\'cl of average 
income. 

2 Though these two items have shown very divergent trends in real terrm. 
consumption of tobacco is a J times as high as 50 years ago, of alcohol only half as high. 

^ Many of these facts are taken from T. R. Fyvel, Socialist CommentaQ’j March 1955 * 
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two-thirds go to the seaside, 2 imllioii to holiday camps, and 
I J miUion (three times the pre-Avar figure) go abroad.^ 

I do not, of course, mean that the -whole of the Avorldng class 
can noA\' afibrd these luxtiries — far fi'om it. So far this is only a 
trend — Ave are still only at the threshold of the neAv era of abxmd- 
ance ; and there are many As’orkers on ^7 or a Aveek, and eA'en 
more social service beneficiaries, Avho are still acutely Avorried by 
the problem of subsistence. But the trend is now quite definite; 
and it is significant that eA'en these poorer Avorkers are themseh-es 
peering across the threshold: they hav'e accepted the ncAv stand- 
ards as the social norm, and are aheady thinking of the day Avhen 
they too AAnll acquire these goods. 

All this must haA^e a profound eSect on the psychology' of the 
Avorking class. Engels Avrote as long ago as 1858 that it seemed ‘as 
if the English proletariat is actually assuming bom-geois character- 
istics to an CA’^er-increasing degree ; apparently this most bourgeois 
of all nations finally Asishes to haA'e a borngeois aristocracy' and a 
bourgeois proletariat besides the bourgeoisie itselP.^ He Avould 
have been even more horrified could he haA'e gone canA'assing 
round ncAv housing estates in 1955, or read the Gallup stuA'eys of 
Avhat class people think they' belong to. There are clear political 
implications here for the Labour Party, Avhich Avould be ill- 
adAosed to continue making a largely' proletarian class appeal 
AA'hen a majority' of the population is gradually' attaining a 
middle-class standard of life, and distinct symptoms eA'en of a 
middle-class psychology'.^ 

But the immediate point at issue is the sociological significance 
of the spread of high consiunption. It mxist Aveaken the sense, as 
of course it lessens the fact, of inferior or xmequal standards of 
life, and of class inequality' generally. Quite apart from its direct 
and obA'ious effects on economic Avelfare, therefore, about Avhich 
something is said beloAS', higher personal consumption must form 
part of any' statement of the socialist goal on fundamental egah- 
tarian grounds. 

1 Housing is still a notable exception to the egalitarian trend, though thc^d^ 
parities here, due partly to os'crcrosvding and partly to the gradual decay o. old 
rented houses, or at least the failure to renovate them, are almost as marked sritnin 
the -working class as beuveen classes. 

2 Quoted in Rosenberg. Dmrrrcgr end Ssric/imt, p. 21 1. 

3 'Though this process is still held back in Britain, as compared irith newer so^ucs, 
by the survival of a strong class-consciousncss amongst the woriung class (r. Cnap- 
tcr IX). 
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in Must this Create an Acquisitive Society? 

But one has only to say this, for a terrible outcry to be raised. 
It seems that this means accepting a Tory, or capitalist, or materi- 
alist, or even (worse still) an American, philosophy of life, or at 
any rate one that is someho%v unethical and unsocialist. W'liat 
appears to be meant is that the acceptance of the goal of higher 
material standards toU at once require and encourage an accent 
on material gain, extreme individualism, and aggressive com- 
petition. It is therefore held to be inseparable from an acquisitive 
and antagonistic society, in which on the one hand social values 
of great importance - security, leisure, culture, stability, and so 
on - win be neglected; and on the other, personal character 
and social relationships will be coarsened and debased. Thus 
the pursuit of higher material standards inevitably involves tlie 
denial of the traditional socialist ideal of ‘the city of brotherly 
love’. 

GeneraUy, I have never been able to see why high consump- 
tion and brotherly love should be thought incompatible - why 
should not the brothers be affluent, and the love conducted under 
conditions of reasonable comfort? But in any case this ts'holc 
criticism seems to rest on a misunderstanding. First, as was pointed 
out in Chapter V, the actual social results of competition depend 
entirely on the framework within which it is conducted. A cen- 
tury ago these results were deplorable, because the background 
was one of complete laisser-faire. But to-day competition takes 
place within a strict framework of legal and conventional rules 
designed to obviate adverse or ‘anti-social’ results. If tliese rules 
are thought to be inadequate, it lies wholly wthin the com- 
munity’s power to make them tighter. 

It might still be said that to aim at higher consumption, and 
hence at rapid economic growth, must encourage aggressive, 
competitive relationships which are socially or ethically undesir- 
able even though society is protected against any direct adverse 
results. But there is certainly no sign that such relationships arc 
being encouraged in Britain to-day. Previous chapters have 
already dra%vn attention to the apparently ineradicable instinct 
in industry towards co-operation, group solidarity, and team- 
work, and have suggested that Britain to-day is probably the 
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least competitive nation in the world. Yet ^^'e are already achiev- 
ing a rate of growth ^vhich, if maintained, n\ill double the standard 
of living in twenty-five years. 

Nor is there any sign that this pattern of beha\aour is likely to 
change. There is no reason to believe that an acquisitive and 
indi%idualistic pattern of beha\dour is an essential condition of 
rapid gro-\\Th, -which on the contrar>' appears to be consistent 
\vith many different lands of social relations and economic insti- 
tutions. At the present time, rapid rates of gro-wth are being 
achieved in countries -isith the most diverse institutions, sets of 
motives, national characters, patterns of osmership, degrees of 
equality, and so on — in Russia, Germany, Britain, and America. 
There seems nothing to justiff' the conclusion that because in the 
heyday of capitalism an aggressively indi\’idualistic and com- 
petitive society did display a rapid rate of gro^vth, therefore it 
is the only one -which can. 

Indeed, the fact is that advances in producti\dty and technical 
inno^■ation to-day do not come characteristically from people 
■working competitively for indi\ddual profit, but from people -work- 
ing on a fixed salary in a large managerial structure; and not 
from cut-throat competition, but often from co-operation - be- 
tiveen firms, between industr)’^ and government and the universi- 
ties, betv\'een management and labour. And rapid expansion 
appears to be possible under any set of social conditions -\vhich 
permits the creation of a sufficiently ^\•ide technological base, a 
sufficient degree of scale, and an emphasis on research — pro\'ided 
these are backed by a high level of demand and an accepted 
ideolog)" of gro%\’th. I therefore see no reason to accept the identi- 
fication of a slow rate of grovth \dth amiable sociability, and 
a rapid rate of gro\\’th -with violent competition. 

Ho^vever, even though rising consumption does not require a 
highly competitive cultiu-e, it might still be attacked as likely to 
foster the self-regarding motive of personal material gain, as 
opposed to more altruistic motives. But I doubt whether the 
acceptance or rejection of the goal of higher consumption by 
politicians or intellectuals -will make much difference to the aver- 
age person’s motives, ^\•hich surely go too deep to be so easily 
changed. Of course the action of politicians can tyithin limits) 
ihivart the motive of material gain, as by imposing heavy marginal 
rates of taxation. But this will not alter the motive itself, which 
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will continue to exist whether consumption rises rapidly or slowly. 
To achieve a basic change in motivation would require a much 
more elaborate change in our society; and this, as I argued in 
Chapter V,^ we cannot see clearly how to achieve. 

I therefore fail to see that to accept the virtues of rising per- 
sonal consumption is in any way ‘unsocialist’, or tvill do anytliing 
in practice to lower the moral tone of society. Of course to accept 
them implies nothing about the priority to be given to home 
consumption as opposed to other claims on output - that is dis- 
cussed in Section V. It simply means that we accept it as one out 
of many desirable aims of social policy. 


IV The Paternalist Objection 

This objective is sometimes attacked, however, as being based 
on a fundamental delusion : namely, that it wdll increase ■welfare, 
or make people more contented. As soon as existing tvants are 
satisfied, it is said, new ones -will spring up in their place : the gap 
between possessions and desiderata never narro\vs: and rising 
personal incomes will therefore leave people just as dissatisfied 
as they are to-day - all this annotated with contemptuous re- 
marks about a television-set-refrigerator civilisation. 

I have never thought much of this argument, although in fact 
the case as presented earlier in this chapter ^vas not based on the 
proposition which it seeks to deny. No doubt the gap between 
possessions and aspirations is never fully closed. But because no 
saturation point exists, it does not follow that the gap is alway's 
constant. If this were so, it would imply that individuals never 
felt economically better off as their real incomes rose, and gener- 
ally that improvements in the standard of living had no effect 
on the economic welfare of either nations or persons (at least 
after a certain point - 1 suppose that even the most ethereal view 
of the unimportance of material goods would concede that relief 
from acute poverty and starvation would increase economic 
welfare) . 

But the fact is that people do feel economically better or -worse 
off; and they distinctly like to feel better off. Tims ^vorking-cIass 
people wll frequently say that they are much better off now 

i Section IV. 
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than they were before the war; and middle-class people ^viH 
admit that economically things are much easier no^v than a fe%v 
years ago. And these are not meaningless statements. Indeed the 
sceptic need only study recent voting trends^ or collect impres- 
sions of the last election, to convince himself that changes in 
the level of consumption do reflect themselves in diminished 
economic discontent. It would certainly be hard to explain 
the social and political history of the last 50 years if this were 
not so. 

Naturally, as I have argued before in a different context, one 
cannot state dogmatically that rising material standards, or any 
other socio-economic change, null make people ‘happier’. ^ I per- 
sonally think that they probably null. But on certain possible 
views of the causes of unhappiness, they might simply alter the 
direction which it takes, causing it to become more personal, 
rather than being articulated in political or economic griev- 
ances. Even then I should still regard rising standards as -wholly 
desirable; first, because, for reasons already discussed, it is pre- 
ferable that grievances should take a personal rather than a 
collective form: and secondly because whatever the effects of 
rising standards on happiness, they clearly increase the indivi- 
dual’s range of choice and area of cultural possibflities. 

But there are some moral ascetics, especially amongst the more 
astringent type of intellectual, who ^vould deny even this. They 
base an instinctive hostility to higher consumption not on a fear 
lest it may fail to make the masses happier (rather indeed the 
reverse), but on an aversion to the form which the higher con- 
sumption allegedly takes. They combine a belief in the moral 
virtues of abstinence, wth a con-viction that the -working class 
wastes all its higher income on alcohol, tobacco, and gambling.- 
This mixture of p-uritanism and paternalism is curio-usly common 
amongst the British intelligentsia. The Webbs, of course, typified 
it to perfection: consider Beatrice’s favourite phrase, ‘the average 
sensual man’ - how the adjectives sting! 

A more recent example may be cited, chosen only because it 
is recent and not because it is worse than most. ‘There is still 
much -\vasteful and uimecessary expenditure in a country like 

1 Chapter IX, Section -VI. 

~ This is really a more refined version of the old 'coals-in-the-bath’ argument. 
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Britain, , . . There is a surprisingly large amount of fat to be 
melted off the general mass of solid working- and lower middle- 
class families. The wastage here may well be far greater, in total, 
than in the small marginal “luxury” or “problem” groups -which 
WcLSte on a more conspicuous scale. The best-known surveys of 
recent years give the impression that the chief spending outlets 
of the British masses are pubs, pools, and prostitutes. ... A cer- 
tain sparseness and asceticism ... is part of the good life, and it 
would hardly be claimed that the British consumer has attained 
it.’i Indeed it would not, and it is to be hoped that it never 
could be. 

There is really little to be said about this attitude, except tliat 
one does not share it. These critics are entitled to their -views, so 
long as they recognise that they represent a highly idiosyncratic 
set of values, which does not represent the general will or mood 
of the country: and that any attempt to express it in government 
policy, or to play down the objective of rising consumption on this 
account, would be a wholly improper and undemocratic exercise 
in paternalism. 

In fact, of course, these strictures give a misleading impression 
of how workers spend their extra incomes. Naturally the figures 
show large increases in the money value of drink and tobacco 
expenditure. Much of the increase is due simply to higher tax; 
and these were, after all, the traditional working-class luxuries, 
and as such were bound to attract a high proportion of extra 
spending in the early stages of a rapid rise in incomes. But they 
are already approaching satiation point; and we can expect that 
future increases in income -will mainly be spent in -\vhat every- 
one would agree were creditable directions — in giving children 
a better life, in improving health, making a more generous pro- 
-vision for old age, bu-^ng a house, travelling and going on holi- 
days, relieving drudgery in the home by buying wasliing-macl-iincs, 
drying-machines, electric dish-washers, and the like. 

Some of the increase will of course be taken out in leisure, and 
may even be spent on culture. Tn spite of all that is said’, wrote 
Matthew Arnold, ‘about the brutahsing influence of our pas- 
sionate material progress, it seems to me indisputable that this 

1 Michael P. Fogarty, Economic Control (Routicdge, 1935), pp. 124-5. And on a 
later page: ‘It is possible to say of some forms of expenditure, as, for instance, alcohol, 
that they are either immoral in themselves or liable to lead to immorality’ (p. 132). 
People should speak for themselves. 
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progress is likely, though not certain, to lead in the end to an 
apparition of intellectual life; and that man, after he has made 
himself perfectly comfortable and has now to determine what to 
do %vith himself next, may begin to remember that he has a mind, 
and that the mind may be made the source of great pleasure. 
I grant it is mainly the privilege of faith, at present, to discern 
this end to our railways, our business, and our fortune-making; 
but we shall see if, here as elsewhere, faith is not in the end the 
true prophet.’^ 

But whether it is or not, I should still regard a sustained rise 
in material standards as •ivholly desirable — probably because it 
■v\411 increase personal contentment, but certainly on grounds of 
personal freedom, since rising standards inevitably widen the 
area of choice and opportunity: on grounds of social justice, 
which surely requires that the masses, for so long deprived of 
luxuries -which others have enjoyed, should now also be admitted 
to the world of material ease, if only to see -whether they do in 
fact enjoy it; on strict egaUtarian groimds, since rising consump- 
tion increases the fact and the consciousness of social equality, 
and so contributes to the fundamental aims of socialism: and on 
grounds of democratic anti-patemalism, since this is clearly what 
the workers want. And anyone who teUs them they are -wrong, 
and that in fact the)*^ are simply becoming \ailgarised, or Ameri- 
canised, -wiU be given rather short shrift, especially if he himself 
appears to have a good deal of material fat which might be 
melted off. 

Generally, those enjoying an above-average standard of li-ving 
should be rather char}’^ of admonishing those less fortunate on 
the perils of material riches. 


V The Question of Priorities 

But since the open advocac}'- of higher home consmnption is 
sure to be resented and misrepresented in certain quarters, the 
qualifications must be expHcitly set out. 

First, I am asking that it be granted, not an over-riding 
priority, but simply the status of an important socialist objective. 
Thus we might decide to give an over-riding priority, for a period 
1 Essies in Criticism (Macmillan, 1895 ed.), p. 17. 
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of years, to the needs of the under-developed areas, or to higher 
exports or investment. But let it then be recognised tliat the 
sacrifice required of British material standards is not a positive 
good in itself, which will strengthen the moral fibre of the masses 
and save them from the insidious temptations of Americanism 
and materiahsm: but the sacrifice of a definite socialist objec- 
tive - and indeed of our hopes for a rapid advance towards social 
equality in Britain. Perhaps it may often be necessary to rate the 
claims of British consumption lower than other claims ; but they 
should never be automatically put at the bottom of the list, but 
should be considered, along with other claims, as haring strict 
socialist merit. 

The second qualification concerns the distribution of the addi- 
tional wealth. It is here that the dilference between Conservative 
and socialist attitudes reveals itself. The Conservative, -while 
accepting the aim of higher consumption, is content that it should 
fall where economic chance dictates - that it should remain witli 
those so placed in relation to the productive process that they 
initially receive it. This means, in a free economy, that the bene- 
fits accrue in larger relative measure to the middle and upper 
classes than the workers, to capital gains than w’ages and salaries, 
to workers on piecework and bonus schemes than those on mini- 
mum time rates, and generally, reflecting a behef in low taxation 
and the minimum transfer of income, to the working population 
than to social service beneficiaries. This has already been the 
experience since 1951 ; and indeed it follow's ine\dtably from Con- 
servative -views on taxation, wages policy, and the role of the 
capital market. The sociahst, by contrast, should favour a distri- 
bution not according to a semi-automatic economic ‘fall-out’, but 
according to a system of social priorities ^vhich tvill certainly 
require strict govenunent inteiv'ention for its enforcement. 

Generally, this chapter is a plea less for specific changes in 
Labour pohey, than for a change in psychology and ideologj’. 
The Party must recognise that its identification in the public 
mind with austerity, rationing, and restrictive controls is higlily 
damaging, and that w'e arc in grave danger of allowing the 
Tories to run away with the kudos of being the Party of prosperity 
and high consumption. We should no\v proudly proclaim tlic 
fact, though it seems almost incredible tliat we should need to 
do so, that we want to see individuals happy, and rich, and 
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enjoying what in the past have been solely the luxuries of the 
upper classes; and in the process we should take a long stride 
forward towards the classless society. No doubt the speed of our 
advance must depend on the urgency of other claims; but let us 
at least make our objective known. 
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XIV 


THE DISTRIBUTION OF WEALTH (I) 

I Injustice of the Present Distribution 

T he third distance factor to be considered is the distribu- 
tion of wealth, that is, of the indmdual’s total command 
over economic resources, or spending power. But docs this 
matter, it may be said, if rising real incomes, howet'cr distributed, 
will in any case gradually equalise the pattern of Ihdng standards, 
and if, moreover, further redistribution cannot be definitely ex- 
pected to increase economic welfare?^ 

It matters for two reasons. First, in an old society like Britain 
there will remain, at each level of average real income, more 
socially significant and conspicuous differences in consumption 
than in newer societies like the U.S. and the Dominions. This is 
because we inherit from an aristocratic past certain important 
prestige-symbols of wealth and superior class, which carmot in 
their nature ever be uddely distributed, and which have for his- 
torical reasons a social or class connotation to -which no analogy 
exists in a new country. ^ It follorvs that a more equal distribution 
of wealth will be needed to produce any given degree of equality 
in -visible li-ving standards. 

Secondly, and much more important, the present distribution 
of wealth in Britain is flagrantly unjust; and this is ^vholly irre- 
spective of the -visible pattern of consumption, the effect of redis- 
tribution on economic ^velfare, and even the presence or absence 
of resentment against the injustice. The only relevant factor is 
1 V. Chapter IX, Section 1 . 

2 This applies especially to housing. The contrast can be seen in the new toutis, 
where much less outsvard class distinction in housing is sasiblc, not because all houses 
are the same size, but because they are all new. 
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that the possession, of great differential wealth still confers an 
enormous social and economic advantage, however it is spent; 
and the distribution of this advantage is a matter of social concern. 

Inequahties of wealth may be considered uiyust, first, if they 
stem from inherited property, and not from work. This offends 
against the principle that every citizen should have an equal 
chance of attaining the highest rewards,^ and confers a differential 
advantage related solely to the accident of birth, and not in any 
way the ‘fruit of the man’s own labour’. ^ 

Secondly, large inequalities even of earned income may be 
thought unjust, either if they reflect not simply differences in 
abihty but also differences in opportunity - if, that is to say, 
there is an artificial ‘rent’ element: or if they are so large that 
people think it unfair to single out the one quality of economic 
abihty for so huge a reward as compared \vith other personal 
attributes. 

Thirdly, injustice may arise if certain incomes are too generously 
treated by the tax system as compared with other similar in- 
comes - if the basis of taxation, that is to say, is a poor measure 
of the taxable capacity of individuals. 

These three sources of inequahty, and therefore of inequity, 
are all very evident in Britain. (And their presence, especiaUy the 
first two, explains why it is that any given degree of inequahty 
is more unjust, and probably more resented, in Britain than in 
the Dominions or North America, where inherited property is 
less important, and everyone thinks he has an equal opportunity 
of reaching the highest income-grade.) 

First, the unequal distribution of property is stiU the major 
cause of inequahties in spending power. Its importance may be 
seen even from the figures of conventional property income. Of 
the total amount of income hable to smtax in 1952-3, no less 
than 37% (7C415 minions out of ,^1,110 nulhons) was unearned.® 

1 It also offends against another principle mentioned in Chapter IX, since it may 
lead to an excessive concentration of power. 

2 Not that this is a very sensible phrase even when applied to incomes from work. 
Most work-incomes are not the fruit of a man’s individual effort, but of jomt pro- 
duction to which many different individuals have contributed. How this joint out- 
put should be, and will be, imputed to individuals is a matter of personal judgment, 
the market structure of relative prices and incomes, relative bargaining power, and 
historical convention. 

3 The figures in this and the next paragraph are taken from the MnetySeventh 
Report of the Commissioners of Inland Revenue (Cmd. 9351), Tables 66, 70, 71. 
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Moreover, this unearned element was not distributed evenly 
amongst all surtax-payers, constituting simply a supplement to 
large incomes from ^vork. On the contrary, the combination of 
a large earned and large unearned income is unusual; and tlie 
majority of surtax incomes are predominantly either the one or 
the other. If we take 70% earned as predominantly earned, and 
a similar figure for predominantly unearned, we find tliat 61% 
of surtax incomes are predominandy earned, 2 1 % predominantly 
unearned, and only 18% a more or less equal mixture of the trvo.^ 
In other words, a significant proportion of surtax-payers are rich 
only because of their large investment holdings. 

And the higher up the scale we go, the greater die importance 
of unearned income. Wliereas 70% of incomes between £ 2,000 
and £ 2,500 per annum are predominandy earned and only 17% 
predominantly unearned, in the case of incomes above £ 20,000 
the position is reversed, and only 30% are predominandy earned 
while 53% are predominandy unearned. Thus an actual majority 
of the very rich owe their position mainly to property income. 

But of course these figures teU only a small part of the story, 
since the ownership of property confers far more substantial eco- 
nomic advantages than can be measured simply by the invest- 
ment income to which it gives rise. It confers, most obviously, 
the advantage that very high levels of current spending can be 
sustained by the periodic judicious realisation of capital assets. 
The cost in terms of loss of future income is negligible at present 
surtax rates, the advantage enormous since expenditure out of 
capital bears no tax. The annual dissipation of only a small frac- 
tion of a large estate can easily fortify to the extent of tivo or 
three times the oivner’s post-tax income; and dissaving on diis 
scale is now quite common amongst the wealthier classes. Thus 
the equalising intentions of fiscal policy are frustrated, and the 
distribution of consumption becomes much more unequal dian 
the distribution of post-tax incomes. 

Moreover, those who already possess capital can, if they arc 
prudent and skilful (or have a good stockbroker), make substan- 
tial capital gains, especially on the Stock Exchange. These gains 
are tax-free. At current rates of increase in industrial profits and 

r There has been an improvement here since 1945> "’lien 43% "’ci’C predominantly 
earned and 34% predominantly unearned. This must be mainly due to tlic rise in 
the number of surtax-payers with the rise in money incomes, most of the newcomers 
having small (by surtax standards) earned incomes. 
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dividends, the sums involved are now extremely large, and a 
major factor in raising the spending power of property-owners 
relative to that of the rest of the community. 

Furthermore, inherited property confers a number of advant- 
ages which cannot be measured in money terms, but are mani- 
festly of great significance. It confers access to the best possible 
education and professional training. It confers secmity, especially 
against old age. It confers the freedom to take risks. And it confers 
a Avider range of economic choice both between occupations, and 
between Avork and leisure. 

How unequally these total advantages are distributed may be 
seen firom the figures of the distribution of private capital. It 
appears that i % of persons OA^er 25 OAvn 50% of aU private capital 
in England and Wales, 10% oaati 80%, Avhile 61% must be con- 
tent Avith a residual 5%.^ If Ave take a A\ider definition of ‘Total 
Net Worth’ (liquid assets plus secmities plus property plus pri- 
vate businesses plus loans plus motor-cars minus overdrafts minus 
debts), Ave find that in 1954 one-third of the population had a 
net Avorth of zero, over one-half of less than ^^loo, and only 5% 
of over ^^,000. This upper 5% oAvned 60% of positive net Avorth, 
12% OAAmed 80%, Avhile 62% OAvned only 2%.^ (And the figures 
Avould be much more unequal even than this but for the fact 
that many people oa\ti their houses.) 

1 The second source of inequality is the distribution of incomes 
1 from Avork. Even after taxation, the spread fi'om top to bottom 
is still about 20 : i ; and this is A\ider than most socialists Avould 
consider ‘just’. But in this case justice needs to be tempered Adth 
efficiency, and questions of incentives arise. This is an issue on 
Avhich, as I argued earlier, Ave need to adopt a rather agnostic 
attitude. It probably rules out any further major redistribution 
of earned income by direct taxation, and nothing more is said 
about this possibility. But gross incomes from Avork could cer- 
tainly still be narroAved Avith a distinct gain in social justice, and 
no loss in economic efiicienc>% 

Moreover the distribution of the top incomes between indi- 
viduals is clearly unjust, since opportunities for attaining them are 
by no means ahvays equal. Very high Avork incomes presumably 

A V. Kathleen Langley, ‘The Distribution of Capital in Private Hands’, Bull. Inst. 
Slat., December 1950 and February 1951. 

2 V. T. P. HUl, ‘Incomes, Savings and Net Worth: The Savings Sun’ej 3 of 1952- 
1954’, Bull. Inst. Stat., May 1955. 
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arise because the supply of certain sldlls is scarce in relation 
to the demand. This scarcity may sometimes be absolute, and 
due to an unalterable shortage of innate talent. But often it is 
not; and the high incomes are not genuine rents of exceptional 
ability, but artificial rents of a monopolistic character. These 
may be due to a shortage of facilities for acquiring the best educa- 
tion and the necessary skills; or to restrictions on cntr>' into cer- 
tain professions; or to nepotism in the widest sense (selection from 
a narrow social circle). 

A redistribution of property would do much to remove tlus 
rent element. For the rest, we need to reform the educational 
system in the manner described in Chapter XII; to break down 
the institutional barriers to free entry into professions such as 
Lloyds and the Stock Exchange, and into industries now' protected 
by restrictive agreements: and generally to create a pattern of 
social relationships less dominated by nepotism and the ‘old boy 
net’. And such a widening of opportunities would not only lead 
to a fairer (and more efficient) selection for the most lucrative 
occupations, but would also, by reducing the monopoly clement 
in their rewards, narrow the vertical spread of incomes from 
work.^ As these matters fall mainly outside the scope of fiscal 
policy, nothing more is said on them in this or the succeeding 
chapter. 

The third inequity is that the basis of British taxation provides 
only an indifferent measure of taxable capacity; and tlie burden 
of taxation is therefore not allocated fairly betw'een indiriduals. 
This is so for a number of reasons, of which the outstanding are 
that capital gains are excluded from the definition of income, 
and bear no tax; that certain classes arc greatly favoured as 
compared with others in respect of allorvable expenses : and that 
a number of obvious loopholes exist for tax avoidance. 

This might seem merely a horizontal inequity, as between 
different taxpayers of the same w'caltir. But it also has implications 
for the vertical distribution of wealth, since it is in practice mainly 
large incomes which are let off lightly. As tire Minority Report of 
the Radcliffe Commission pointed out, ‘tire tax base lags in- 
creasingly bclund true taxable capacity as we move up the income 


' Anyone who doubts tlic efficacy of wder socia! and cconotnic changes in aUcring 
relative gross incomes need only consider the violent change in liic relatis'c income 
position of the salaried imddlc classes since before the war. 
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scale’. 1 A correction of these inequities would therefore not only 
make matters fairer as bet^veen different large incomes, but 
would also lead to a redistribution of the tax burden between aU 
large incomes and the remainder. 

The most important of these tax inequities, the exemption of 
capital gains, is intimately bound up with the first injustice dis- 
cussed above, the unequal distribution of private capital. It is 
therefore on this aspect of inequality that this and the next 
chapter concentrate, since it is in principle the most indefensible, 
and in practice the most important. Other aspects are dealt with 
elsewhere. ^ 


n Alternative Methods of Redistributing Property 

The maldistribution of private property can be attacked from 
a number of directions. First, existing property can be transferred 
to the State by direct property taxation. This is discussed in the 
rest of this chapter. 

But property steadily increases in value with the growth in the 
national income; and we want this increment to be better distri- 
buted than existing property is. Secondly, therefore, we need to 
increase the ratio of public to private property in order to ensure 
that more of these gains accrue in pubhc, and fewer in private, 
hands. Death-duties will help in this, provided they are treated 
as capital and not as income. Generally, this requires that we 
should increase pubhc savings — by encouraging the nationalised 
industries to make profits, and by running a Budget surplus : and 
hmit private savings, mainly by high taxation of company profits. 
These methods are all discussed in Part Five. 

But so long as we have a mixed economy and achieve a rapid 
rate of growth, private savings, mainly in the form of undistri- 
buted profits, will inevitably be high. Thirdly, therefore, we must 
hmit the extent to which high (corporate) savings are reflected 
in an increase in the personal wealth of the rich. This can be done 
partly by lim iting the extent of personal capital gains - either by 
capital gains taxation (discussed in the next chapter) or by 

1 Final Report of the Royal Commission on the Taxation of Profits and Income (Cmd. 9474)> 
p. 424. 

" V. especially Chapter VII on social services. Chapters XVII and XX on profits 
and ividends, and Chapter XXI on wages. 
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corporate taxation (discussed in Chapter XX) : partly by distri- 
buting share-capital more equally (discussed in Chapter XVII) ; 
and partly, of comse, by direct measures to encourage tvorking- 
class saving and investment. 


m The Case for a Gifts Tax and Higher Death-duties 

The most obvious method of redistributing existing property is 
by death-duties. It is clear that these are not no^v liigh enough. 
Contrary to original expectations, they have not effected any large 
alteration in the pattern of property distribution. The figures 
show, it is true, a faint improvement over four decades. The top 
I % of adult persons, who now o\vn 50% of the capital in private 
hands, in 1936-8 ormed 55%, in 1924-30 60%, and in 1911-13 
70%. Similarly the top 10%, who now own 80 %5 before the war 
owned 85%^. But so sIo\v an improvement over so long a period 
is certainly not satisfactory. The offsetting forces of accumulation 
have proved sufficiendy strong largely to counter the effects of 
the duties, which indeed have not done much more than prevent 
the maldistribution from getting worse. 

It is true that Mr. Dalton and Sir Stafford Cripps respectively 
stiffened the duties in 1946 and 1949, as shown in the follo^ving 
Table. 


The Operation of the Death-duties 1919-49 


Amount UJl after Duty has been paid 


Fortune 

1919 

1929 

1940 

1945 

1946 

1949 

valued at 





£10,000 

9,600 

9,600 

9,600 

9,600 

9.600 

9,600 

£100,000 

91,000 

81,000 

77,200 

75,300 

70.000 

55.000 

£500,000 

420,000 

365,000 

308,000 

292,000 

225,000 

175,000 

£1,000,000 

810,000 

710,000 

544,000 

506,000 

350,000 

250,000 

£2,000,000 

1.600.000 

1,300,000 

920,000 

830,000 

600,000 

400,000 


These last two increases, taken together, are substantial, and 
over the years will no doubt take some toll. But even now the 
amounts passing to heirs are very large - certainly large enough 
to make nonsense of any claim that we have equal opportunity, 
and aU citizens an equal start in life. People continue to inlierit 

^ V. Langley, op. cit. The percentage of total capital o\\'ncd by people possessing 
between ;£ioo and ;£io,ooo rose (malang allowance for price changes) from 39 % 
in 1937-8 to 51% in 1946-7, ^vhile tlic share owTicd by people possessing more than 
£10,000 fell from 56% to 44%. 
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sums well in excess of ,^100,000, sufficient not only to yield an 
unearned income of 5^5,000 and upAvards, but also, by dint of 
capital gains and the judicious realisation of assets, to sustain a 
level of expenditure much larger than the highest post-tax earned 
income in the country. 

Those who hope, moreover, that the higher rates vill steadily 
improve matters must remember that there are strong forces 
working in the opposite direction. First, avoidance, especially by 
gifts inter vivos, is only now gro%ving to significant proportions. 
It was not until a few years ago that the rich seem to have \voken 
up to the fact that the higher duties had come to stay, and their 
tax advisers to the easy loophole offered by the absence of any 
tax on gifts. ^ Since then the rich have increasingly been giving 
their fortunes away before death, and are likely to do so more and 
more. Owing to the five-year rule, the effects of avoidance on the 
yield of the duties are only now becoming apparent; but they 
must grow steadily more severe. 

Furthermore, ■with fiiU employment and a rapid rate of gro\vth, 
the average annual rise in capital values \vill be considerably 
greater than in the past; and higher rates of death-duties \vould be 
needed simply to prevent the position from deteriorating. The 
probable long-term rate of appreciation of private real capital 
has been estimated at a minimum of 7(^600 to ^1,000 millions per 
annum. ^ This compares -with a present -yield of death-duties of 
some 7(^160 millions; and although of course this -yield would (at 
constant tax rates and degree of avoidance) also increase -with 
capital appreciation, it would not do so sufficiently to prevent 
matters from getting -^vorse rather than better. 

The ineffectiveness of the higher rates, even now, to compete 
against the combination of grooving avoidance and rising capital 
values may be seen by comparing two sets of figures. The number 
of surtax-payers -with investment incomes of over ^12,000 per 
annum rose in each of the four years 1949 to 1953- This rise, 
w'hich is due to increasing di-vddends and therefore capital values, 
should imply an equivalent rise in the -yield of the death-duties. 
Yet this is not occurring. The yield, despite the higher rates, 
shows no steady up^vard trend even in money terms, still less in 
real terms; in 1953-4 it 'vas fi-actionaUy higher than the prewous 
year, but stiU lower than in 1950-1 - presumably because the 

1 If made more than five years before death. - Cmd. 9474> PP- 37^ seq* 
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older rich are now more nimble at divesting themselves of tlicir 
estates before they die.^ 

The first task of the next Labour Government in this field will 
therefore be to reduce avoidance by a tax on gifts. There ^^•ould be ^ 
no point in raising death-duty rates without doing this - the only 
result would be still more avoidance, and a growth of gifts inter 
vivos to the point where they made a complete farce of the duties, 
and wholly frustrated their intention. Gifts during lifetime must 
therefore be made liable to whatever rate and form of inheritance 
taxation is decided on. Gifts are subject to tax in the United States 
and many other countries. In Sweden, for example, a person 
making gifts to his descendants which amount in any lo-year 
period to more than the minimum exemption limit for estate duty 
pays the normal estate duty on those gifts (at rates which assume 
them to come from the highest tranche, of his estate). In addition, 
the recipient pays a tax on the gift at rates which vai-y with his 
degree of consanguinity to the donor. The object is solely to 
prevent the evasion of death duties; and the Uvo taxes arc there- 
fore exactly assimilated to the Swedish Estate and Inlicritancc 
Taxes. A similar tax is urgently required in Britain simply to 
make the present duties effective. 

But given the sums still passing at death under the present duties 
(when not avoided), and the likely rise in private capital values 
under full employment, there is a strong case for increasing the 
nominal rates as well. This is especially so because death duties 
have, as compared with other forms of taxation, notable advant- 
ages. They are politically perhaps the least controversial of taxes; 
the moral argument against large inheritance, on grounds of 
equal opportunity and the equation of rewards with personal 
effort, is now ■widely accepted ; and the number of people affected 
is very small. ^ 

Hardly anyone now seriously accepts the once-popular riew 
that whereas the taxation of income is legitimate, the taxation of 
property is not, since it amounts to an act of confiscation which 
denies the natural ‘right’ of a man to dispose of liis own as he 
wshes. This distinction between income and property tvas always 

1 Though of course individual large estates can still be ver^’ badly hit if no avoid- 
ance measures arc taken, or if two deaths occur in quick succession. 

" Witli the new (1955) exemption limit, only about 33,000 people pay dcatlwluty 
each year; of these, only some 5,000 would be afTcclcd by an increase in the rates on 
the larger (£25,000 and over) estates. 
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tenuous; and the argument rvas refuted once and for all by Sir 
■William Harcourt, the author of the death-duties, in his famous 
< Budget Speech of 1 894. ‘The State has the first title upon the estate. 
I and those %vho take afterwards have a subsequent and subordinate 
I title. Nature gives man no poorer over his earthly goods beyond 
the term of his life. "WTiat power he possesses to prolong his ^vill 
after death — the right of a dead hand to dispose of his property - 
is a pure creation of the la^s-. and the State has the right to pre- 
scribe the conditions and the limitations under rvhich that 
pors er shall be exercised.’ Aforeover, it is now more rtidely realised 
that the virtually complete freedom of bequest -which the English 
law allorvs is not a natural and universal practice, but only one of 
many possible varieties of inheritance la-\r.^ 

It -^vas also at one time fashionable to attack death-duties for 
over-riding the moral claims of -vsidows and children to the 
propert}* of the deceased. If accepted, this criticism would, of 
course, require a quite difierent form of inheritance law from the 
British freedom of bequest, under which •^sido^vs or orphans may 
be cut ofi* -^tithout a permy. But in any case the argument com- 
mands little support to-day. Penniless %\ido^\•s normally had penni- 
less husbands, -tv'hile the rsidows of rich men usually have some 
property of their orra. The ‘children’ -vvho inherit have an 
average age of fort}-, by %siuch time they have not only had the 
advantage of an expensive education, but might perhaps be 
considered as able to fend for themselves and earn a li%ing. More- 
over, while a decent provision for wdor%-5 and yormg children is a 
very desirable motive for sa\’ing, it can only justif}* the passing 
of quite modest sums, such as -will be possible ho^vever severe the 
duties in the upper ranges, and not enormous fortxmes of hxmdreds 
of thousands of pounds. 

On the economic side, death-duties have the ovenvhelming 
advantage of not being a serious disincentive to work and efibrt. 

r For a disciission of some quite difierent regulatioiis of inheritance in other 
countries, r. Jcsiah tVedg^vood, Thr Etmoudcs of Inhmlavx (Pelican Boots, 1039), 
Ch. In fact death duties are as old as the Roman Empire — thotigh admittedly 
their introduction v.ns not popular even then. t\"hen Augustus, in as>. 6, first pro- 
posed an inheritance tax in order to defray the expenses of dtfence, ‘the nobles of 
Rome’, Gibbon tells us, ‘were more tenacious of properts' than of freedom. Th^ 
indignant murmurs were received by Augustus with lus usual temper. He candidly 
referred the whole business to the Senate, and . . . iminuated to thra that their 
obstinac)- would oblige hiTn to propose a general land-tax and capitation. 
acquiesced in silence.’ And Gibbon ev'cn adds that the tax ‘s\*as most happily suited 
to the situation of the Romans’. (Declirj and Fall, VoL i, Ch. VT.) 
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The desire to leave property after death, as opposed to gi\ing 
children a generous start during the parents’ lifetime, is only one 
of many (monetary and non-monetary) incentives to effort, and 
certainly not the most important. It is impossible to believe tlrat 
any significant number of active and ambitious men wall be 
deterred from enterprise and effort by the fact that tlie state ^s•ill 
take more, and their grown-up children less, of -what remains 
after their death. Indeed it is hard to think of any direct tax rvhich 
has less disincentive effect. 

One would expect, it is true, a more serious effect on tlae 
supply of savings. While successful men exert themselves from 
many motives other than a desire to hand over large properties at 
death, it is much more plausible to argue that they will save less if 
death-duties are increased. The desire to leave money to one’s 
family is a relatively stronger motive in the case of sa\dngs- 
decisions than in respect of decisions about effort, in ^vluch ambi- 
tion, emulation, the desire for power and prestige, and the wash 
to enjoy a high current standard of living, all play a part. Faced 
with the prospect that 8o% of his estate will pass to the State and 
not to his family, a wealthy man might ^eell not bother to build 
up his possessions, but choose instead to dissipate them in current 
consumption. 

Nevertheless, the point can be exaggerated. ‘The desire to 
build up capital possessions’, WTOte Professor Pigou, ‘is not a 
simple thing. It is made up of various elements blended in various 
ways among different men. One clement is the desire to be able 
to exercise the constructive force, w'hich a strong man may find in 
himself, in conjunction wath a large-scale undertaking; another is 
the desire for that pow'er in society . . . w'ltich great wealth confers; 
anotlier is the desire for fame or notoriety: anotlicr the desire for 
a large income accruing wdthout effort in later life: another the 
desire for posthumous glory in dying very rich: another mere 
inertia. . . . All these motives arc concerned only with the lifetime 
of the man w'ho contemplates saving under the stress of them: 
the fact that after Iris death his fortune docs not also die is, so far 
as they arc concerned, an irrelevant accident.’^ 

1 A. C. Pigou, A Study in Public Finance (Macmillan, 1947 cd.. pp. 142-3). But jouic 
of these motives are probably weaker to-day, with the change in social character, 
than in Victorian da^’s — for example, the desire for posthumous glors" in dying 
rich. Surely fewer people now gloat in anticipation over ‘the majestic effect of that 
little paragraph in the morning papers accorded to Forsj’tes who die n-ith a hundred 
thousand pounds’. ( 77 if Man Property.) 
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Some Aveight must be attached to these diverse motives for 
accumulation; moreover the increasing tendenc)* to give capital 
a^vay before death may, paradoxically, help to buoy up the 
family motive for sa\mig. Nevertheless, any significant steepening 
of the duties must be expected to have some effect on the propensi- 
ties to save and dissave; and given the precarious margin ^s’hich 
separates fiiU emplo^unentfirom inflation, even a small effect could 
be serious. Yet we must not be manceu\Ted into the farcical 
position where large propertj-owmers can blackmail the State, by 
threatening to create inflation, into lea\ing them alone. We must 
therefore push on wth higher propert}' taxation, but accept, as a 
corollar\% the necessity for simultaneous measures to discomage 
spending out of capital, and generally to encomage sa^ings.^ 

How high should the duties be raised? The socialist case 
against large inherited fortunes clearly requires a maximum limit 
on the amoimt of inheritance permitted. It is not easy to say 
exactly -where this should be set. It should perhaps be set at, or 
even rather above, the amoimt which a successful and prudent 
business or professional man might reasonably hope to accumulate 
during Ms lifetime. Perhaps the limit might eventually be set at 
;;r50,ooo, isith the rates sharply increased beti\-een ;;^2550oo and 
;^50,ooo. Such an objective of course cannot and should not be 
acMeved at a single fiscal blow. But the next Labour Government 
must certainly move the next stage; and it should be quite a long 
one. 

If these figures -were adopted, only 15% of estates nois’ liable, 
or some 5,000 families annually, would be affected — only, that 
is to say, a tiny class of (mainly) hereditar)' rich. The hard- 
working professional and salaried classes -would be untouched; 
and nothing would occur to prevent them fi'om -working and sav- 
ing to pass on a moderate but helpful — indeed a generous - 
sustenance to their dependants. No \sidows would be left suddenly 
penniless; and the sums still passing ^vould be ample, for example, 
to enable young married couples in the middle ranks of society 
to buy a house, and generally to make a comfortable start to then 
lives together. At the same time, no indimdual legatee would 
normally inherit enough to permit of a prolonged sumptuaty 
existence either on imeamed income or by drafts on capital. 

This should be a sufficient ans^\-er to ill-informed critics who 

1 r. next sectioiij and Chapters XIX and XX, 
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suppose that socialism is against all thrift and saving, or tlie 
continuity of family life, or the living standards of the middle 
class. Of course it is nothing of the sort. The socialist aim is tlic 
removal of extremes of wealth, not the reduction of all to the 
lowest common standard. 


IV The Case for a Simultaneous Reform of 
Death-duties 

This, then, should be the broad objective. But it is not certain 
that a simple increase in the existing estate duty is the best metliod 
of achieving it. Estate duty grades the tax according to the size 
of the total estate. But this is not the only, though it is the simplest, 
form of inheritance tax. There are two obvious alternative metliods 
of assessment. The tax might be graded according to the degree 
of consanguinity of the legatee to the testator (as it was under the 
Legacy and Succession Duties, abolished in 1 949, and as it is under 
the Swedish Inheritance Tax), or according to the size of bequest 
received by each legatee (either the individual bequest, or tlie 
cumulative total of bequests from all sources). 

The Succession principle does less injur)^ than estate duty to 
the saving motive, since bequests to the nearest relatives (\vido\vs 
and children) are more lightly taxed than other bequests. But 
conversely it is less effective from an egalitarian point of wcw, 
since the largest bequests, being normally those to the nearest 
relatives, attract the least teix. 

The principle of progression according to bequests received is 
logically the most sensible of all. Social justice requires attention 
less to the total size of the estate, than to the amounts received 
by the beneficiaries. But a simple estate duty presupposes complete 
indifference to the disposition of tire estate, and an interest solely 
in its size. This is certainly illogical from a socialist point of view. 
We should be far from indifferent to rvhether a large estate passes 
rvholly to a single individual, or in small parcels to many different 
individuals, or to charitable purposes (c.g. the upkeep of churches, 
bequests for which purpose still attract duty). On the contraiv', 
we should be most hostile to tire first disposition, much less so to 
the second, and not at all to the tlrird. It follotvs that we should 
logically tax the first disposition at a higher rate than the second, 
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and the second at a higher rate than the third. This is impossible 
under estate duty, but could be largely achieved by a duty graded 
according to the size of bequests accruing to any individual. 
Such a duty would not only accurately fulfil the essential objective 
(which is to prevent the receipt of large unearned sums by the 
legatee, rather than the transfer of large smns by the testator), 
but would also encourage the division of large estates into smaller 
parcels, and so help to disseminate property more widely by a 
natural process quite apart from the yield of the duty itself. 

It is true that any form of assessment other than on the total 
estate raises administrative difficulties. Estate duty is a tax- 
collector’s dream, since the provisions of the ■will are irrelevant. 
But once they have to be considered, complications arise -for 
example, where property is left in trust to be disposed of in various 
w^ays at later dates; time must then elapse before the duty is 
collected, and it may not be easy then to isolate the actual 
beneficiaries. Nevertheless the Inland Revenue informed the 
Goh\yn Committee that such a duty was not administratively 
impossible; and there is a strong case for accompanying an 
increase in estate duty with some progression according to 
bequests received. Certainly any maximum figure -would apply 
much more logically to total receipts of bequests, than to the total 
size of the estate. 

The most ingenious method of combining these alternative 
principles is the well-knoAvn Rignano Plan (so-called after the 
Italian economist -who first propounded it), %vhich at one time 
attracted so much discussion in socialist and economic literature.^ 
The original proposal -was that property passing to heirs for the 
first time should bear one rate of duty, but a higher rate ^vhen 
passing a second time to the heirs of those heirs, and a ioo% rate 
w'hen it came to the third set of heirs. 

This suggestion has much, in principle, to commend it. It 
•would extinguish inherited wealth altogether at the third time of 
passing. It taxes saved wealtli less severely than inherited wealth, 
and bequests to immediate heirs less severely than bequests to 
more distant heirs. Both these characteristics ^vould be beneficial 
to the incentive to save. But it is open to serious practical objec- 
tions, ^vhich arise from the ‘progression through time’ element in 

1 V. Report of the Colwyn Committee, Hugh Dalton {Principles of Public Finance, 
Routledge, 1922), Douglas Jay {The Socialist Case), Pigou (op. cit.), 'Wedgtvooa 
(op. cit.). 
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the scheme, and hinge mainly on the possibility of default at the 
second time of passing. Suppose an heir to have squandered his 
inheritance; his own estate when he died might then be inade- 
quate to pay the deferred impost due on it. Indeed even the most 
virtuous of heirs might be helpless to prevent a fall in tire value 
of his inherited property (c.g. through a depression, or a sharp 
rise in interest-rates). He would then either be unable to pay the 
deferred duty at all, or else have to pay it out of his own accumu- 
lated savings, which would clearly be unfair, and indeed distort 
the rvhole purpose of the tax.^ 

To meet these objections, a scries of modifications have been 
proposed at various times, of which the most sensible still seems 
that originally proposed by Mr. Dalton." Under his scheme, two 
distinct duties would be levied on each estate: first the estate 
duty, assessed in the normal way on the total estate, and secondly 
a supplementary inheritance duty graduated according to size of 
individual bequest. This supplementary duty, assessed when the 
estate first passes, would under the Rignano scheme fall to be paid 
only on the death of the legatee; under Mr. Dalton’s scheme, the 
duty payable would be surrendered in advance at the time of 
receipt, the interest on it being paid back annually to the legatee 
during his lifetime. This tvould be accomplished by the legatee’s 
surrendering cash, land, or securities, to the extent of his Inherit- 
ance Duty hability, in exchange for terminable annuities yielding 
an equivalent income. 

This would wholly eliminate the risk of ultimate default, and 
would also do much to prevent the increased dissaving by tlic 
rich which might otherwise follow any increase in the duties. It 
would also maintain the positive incentive to save provided by the 
Rignano Plan, since saved capital would still benefit tire Mdow 
and children, whereas inherited capital ^v■ould be largely extin- 
guished at death. And it introduces the logical principle of 
progression according to size of bequest, and would enable a 
maximum limit to be set on individual bequests. 

There is therefore a strong case for a reform of the dcalli-dutics 
along these lines. It has received consistent support tlirough the 

^ .'tn opposite injustice \vould arise where the ijcir Iiad so dcployctl his original 
inheritance (on which, for obvious administrative rcasoty. his deferred tax liability 
must be assessed) in such a way as to make l.arge capital gains. Itiis also svould 
frustrate the purpose of the scheme. 

- For a summary of this, v. Practical Socialism for Britain. 
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years from socialist and other economists,^ and was rejected by 
Mr. Dalton -when Chancellor only because ‘there -^vas so much 
else going on; I put it on the list of good deeds to be done, if I 
ever got into smooth water’. ^ This is a list -svhich may be worth 
the scrutiny of the next Labour Chancellor. 

But -whether this reform is adopted or not, the problem -will 
arise, once the duties are raised really high, of ho^v they shall be 
paid. It might not be eas}’^ for the heirs to a large estate to make a 
sudden forced sale of \drtuaUy the -whole estate in order to pay in 
cash; and even if market conditions permitted, it might -^vell be 
socially undesirable. Here, as in other spheres, the coroUar)’^ of 
greater equality, if certain benefits previously flowing from the 
expenditure of the rich are not to be placed in jeopardy, is a 
greater responsibility on the part of the State. Large historic 
mansions pro-vide a pertinent example. The community has a 
strong interest in their proper upkeep, and the present rate of 
decay and destruction is appalling. Increased death duties must 
inevitably make matters worse. Suppose that an heir cannot pay 
the duties without disposing of a mansion and most of its contents, 
what is to be their fate ? One must immediately be troubled at the 
prospect. Many tmdesirable or vandalistic things might happen, 
and must be prevented. The State should therefore be vsiUing to 
accept pa^onent in kind and with it the responsibility for the 
upkeep of the mansion, w'hich it wuuld no doubt in practice hand 
over to the National Trust with a suitable endowment. 

The principle of payment in kind was introduced by Mr. 
Dalton in respect of land; and a few large tracts have already 
passed to the state. It should now' be extended to real estate and 
quoted securities. In the case of land and real estate, several 
public or semi-public bodies already exist which could carry the 
new responsibility efiSciently. In the case of securities, some new' 
organisation -would be needed. This would be a most interesting 
development. It is now generally agreed that there are defimte 
draw'backs to the w'holesale nationalisation of entire industnes; 
yet socialists still w'ant to see an increasing proportion of property 
income and capital gains accruing to the community, instead of 
to a small propeity'-ow’ning class. Payment of death-duties m 

V From, for example, Mr. Dalton, Professor Pigou, Mr. Jay, Mr. -Wedgivood, and 
E. F. M. Durbin. 

- Principles of Public Finance, 1954 ed., p. 232. 
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kind, which %vonld be a form of gradual and piecemeal public 
ownership, would help to resolve the dilemma. 

The Government would need to estabhsh a body of Death- 
duty Commissioners, analogous to the National Debt Commis- 
sioners, though %vith a different function. Whereas the purpose 
of the latter is to support the Government’s monetary policy, 
and so to operate mainly in the gilt-edged and money markets, 
the former would act Hke an investment trust, seeking to maxi- 
mise dividends and capital gains. Their capital should consist of 
the total cumulative yield of the duties, which should accrue to 
them whether payment was made in cash or kind. This would both 
require and facilitate a change in Budgetary accounting which is 
in any case to be desired on grounds of economic logic, namely, that 
death-duties should cease to be treated as an ordinary ‘above the 
line’ revenue item, and should be treated as a capital receipt. 

This might have another incidental advantage. Many people 
fear that increasing equality may threaten the supply of risk 
capital, and that particular sectors of industry' may find it hard 
to obtain new capital from the traditional sources. A later chap- 
ter discusses this point, and considers the possibility of a govern- 
ment investment corporation to provide funds to industry.^ Such 
a body, if set up, would find its task much easier if there already 
existed, in a government death-duty fund, a grotvdng portfolio 
of gilt-edged and industrial stock, all easily marketable. Between 
them, these two novel approaches might make an interesting 
contribution to a more fluent movement of capital between dif- 
ferent sectors of the economy. 

However that may be, the project of accepting payment in 
kind would still constitute a fascinating social experiment, and 
one that will in any case become inevitable as we move to cor- 
rect the maldistribution of private property. 


V The Case Against a Large Capital lAvy 

But death-duties redistribute rather slowly, since estates pass 
on the average only once every 30 years; and meamvhile the 
forces of accumulation are working in the opposite direction. 
Some socialists would therefore like to hurry things along by 
1 V. Chapter XX, Section V. 
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having a capital le\y. This proposal has attracted a vast litera- 
ture, extending over several decades. But much of it, dating from 
a period Avhen conditions M'ere quite different, is overlaid Ti\ith 
arguments both for and against which are irrelevant to-day, not 
to mention arguments -which -were false in the first place. 

The most popular argument for a le\y during the original dis- 
cussions in the igaos no^\' carries much less rveight. This -svas in 
terms of the burden of the National Debt. The size of the Debt 
has, it is true, gro^m enormously since then. But the real burden 
of servicing it has actually diminished ovdng to lo-^ver rates of 
interest, higher rates of taxation, and of comse the growth of 
the national income. Indeed as a proportion of the national 
income the net cost of interest pa-^onents is no-w negligible; and 
it would be quite out of proportion to -urge so large a measure for 
the small sa-ving that -^vould result in this direction. 

Similarly there are conventional arguments against the le^y 
■which are not conclusive : for example, that the problem of valua- 
tion is insurmoimtable (as to which there is no definite ewdence 
one -way or the other), or that a le\y -wonld be in some ^vay 
ultra vires and amount to pure confiscation (Avhich it ^TOuld not, 
any more than income or inheritance taxes), or that it AS’ould 
cause a catastrophic coUapse of capital values as all propert)'- 
oumers tried simultaneously to convert their capital into cash 
(■which it need not do, for quite apart from the possibility of 
accepting pa^nnent in kind, modem methods of monetaity man- 
agement are quite adequate to maintaining the total hquidity 
of the financial s}"stem even in circumstances such as these). 

Let us then proceed to the main question. First, what is to be 
the scale of le^ty? I am a^vare of only one detailed proposal in 
the last fe\v years, and I shall therefore take that for illustra- 
tion.^ As AviU be seen, the rates suggested are very high - a good 
deal higher than those in the Labom Paity^s original proposal 
after the First World War. There is a good reason for this. An 
essential object of the le-v)"^ to-day is to prevent the rich from 
frustrating the intentions of income-taxation by consmning capital. 
But to tax away only one-half of a rich man’s estate -smuld merely 
encourage bim to consume the remainder - indeed the encour- 
agement ^vould be irresistible, since he %\ill certainly expect the 
le-v)' to be repeated later. The Government might try to reassure 

1 This was put forn^ard in a TTibitne pamphlet in 1951- 

312 



THE DISTRIBUTION OF WEALTH 

him to the contrary. But he may easily remain rather sceptical, 
believing, in the words of the old adage, that ‘taxation %vithout 
misrepresentation isn’t politics’; and in any case governments 
caimot bind their successors. A moderate levy would therefore 
be a clear invitation to rich men to dissipate their residual estates; 
and the result might be a period of riotous dissipation with con- 
sequences, both social and inflationary, which would hardly be 
agreeable. There is thus force in the contention that the levy 
must be sweeping, and largely eliminate, instead of merely reduc- 
ing, the larger estates. 

The scale of levy which has been proposed is as follows : 

Of an individual’ s property : % levy 

On the first £20,000 (i.e. from £0 to ;^20,ooo). . 0 

On the next £10,000 (i.e. from £20,000 to ;^3o,ooo) 50 

On the next ;(^20,ooo (i.e. from ^£^30,000 to £50,000) 75 

On the next £50,000 (i.e. from £50,000 to £100,000) 90 

On the remainder (i.e. above £100,000) . . . 95 or 100 

To illustrate the implications of these scales, a few examples 
may be taken. If the rate on the highest tranche is 100 the 
maximum left to any individual would be £35,000; and all estates 
above that size would be reduced to it at a single blow. Even if the 
rate on the last tranche were 95%, an estate of £100,000 would be 
reduced to £35,000, of half a million to £55,000, and of a mflhon 
to £80,000. At the other end of the scale, an estate of £30,000 
would pay £5,000, and one of £50,000 would pay £20,000. 

I must say at once that I do not regard such a proposal as a 
serious possibility. The social, economic, pohtical (and probably 
technical) arguments against it are overwhelming. 

First, what would be the social consequences? All large for- 
tunes and estates would be suddenly destroyed, and the whole 
of the propertied classes (and more especially the settled landed 
class — the financial classes would no doubt find a means of par- 
tial escape) would find themselves catapulted into a state of 
complete confusion, with quite unpredictable social results.^ Even 

^ These would not be avoided by the proposal to pay those subject to the levy 
a terminable annuity, yielding some fraction (varying, it has been suggested, “Otn 
one*half to one-quarter according to the size of estate) of tlie income they 

have been forced to forgo. The rich are not financing their present expenditure out 
of their post-tax investment incomes; and an annuity of this kind would scarcely 
affect the amount of dislocation caused by the levy. 
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upper-imddle-class fa mili es might find themselves faced -^nth a 
demand note for anything bet^veen £^,ooo and ^^20,000, com- 
pelling a sharp adjustment in their lives. Propertj’^ would be 
changing hands in a kaleidoscopic manner: large houses being 
soldj art treasm-es disposed of, agricultural land transferred, 
industrial secinities moving hither and thither, new mortgages 
being taken out on small businesses, and the State becoming pos- 
sessed of a huge mixed medley of properties. And to a significant 
extent this movement of propert}’- would be a-^vay fi-om the stable 
established families to^vards - partly, it is true, the State, but 
partly also the institutional holders of the National Debt, and 
nouveau riche speculators exploiting to the full a glorious oppor- 
tunity of picking up propert}’^ on the cheap. It is not clear that 
all this Avould be very desirable. 

The fact is that a society like orus is an organic unity - ‘a going 
concern’, in Mackinder’s phrase:^ and one so highly organised 
and interdependent between its various parts, resting as it does 
on a balance of tensions, thrusts, and stresses, that interv-ention 
at one point Asnll have efiects at numerous and often rmexpected 
other points. One therefore cannot give it a shock of more than 
a certain violence without the risk of damage to the entire struc- 
ture. This applies to any measmre as far-reaching as a large 
capital le\y, ^vhich xnust have so many unforeseen results that 
no proper provision could be made to meet them. The essential 
argument for evolutionar}' change is that it allows one to be 
experimental, since the problems involved in change then un- 
fold themselves at a speed which gives ample time for dealing 
vith them. A sudden act of disruption permits no such breathing- 
space — the old has gone before the ne%v has gro^m to take its 
place; and the residt is a dangerous vacuum. One should never 
monkey about vith society too much; if %ve do, ^\■e may find that 
histor}”^ has some tmpleasant surprises up its sleeve for us. 

The economic consequences would be equally unpredictable. 
The effects on investment and risk-bearing in the private- 
company sector of the economy: on agricultirral production, 
when a large enforced change is taking place in the pattern of 
land-o^\^lership: on the supply of capital, ^vhen a large propor- 
tion of total capital assets suddenly passes into the possession of 
the State: on the foreign exchanges, and the flo^v of capital 

1 s. Democratic Ideals emd Reality (Constable, I9i9)j Cb. i. 
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funds: and on economic activity generally when so many leading 
people (in both industry and government) are absorbed in deal- 
ing with the levy - all these are unforeseeable; but they hardly 
conjure up a very cheering prospect. 

To take the simplest point, could the State, assuming that 
various forms of asset were accepted in pa^nnent, cope efficiently 
%sdth the heterogeneous mass of property ^vhich would suddenly 
fall into its lap? I suggested above that payment of death-duties 
in kind \vould be a fruitful new experiment. But it would only 
start gradually, with a small number of estates passing each year, 
so that the new problems and possibilities which opened up, and 
which could certainly not all be predicted in advance, could be 
considered at leisure. But with a levy on this scale, land, securi- 
ties, buildings, and so on would at once pass to the State to the 
tune of over ^7,000 millions; and no one would know how to 
manage it or what to do with it. 

Let us examine one possible economic consequence in more 
detail: the effect on family businesses.^ Many of these -agri- 
cultural as well as manufacturing or trading concerns - ^vilI be 
above the exemption limit. If the owners have the bulk of their 
capital locked up in the business and too few private assets out 
of which to pay the levy, they must either borro^v the money 
to pay, or sell off part of the business. Now it is quite true that 
if the monetary authorities stand ready to maintain liquidity, 
potential buyers or lenders must exist some^vhere ; and no overall 
monetary problem is created. 

But of course the property market is not a single perfect market, 
but a series of largely separate markets. And the class \sdth hquid 
funds available after the levy (i.e., the late holders of govern- 
ment debt now redeemed) will consist of people who do not 
normally venture on a large scale into farming or manufacture. 
If they are to be persuaded to invest their liquid funds in the 
agricultural and industrial properties now coming on to the mar- 
ket, with their new and unfamiliar risks, these will have to show 
a sharp fall in price. Generally, if different kinds of property are 

1 It is not that one need have any particular bias in favour of family businesses. 
They are usuallyJess efBcient than public companies, besides being a breeding-ground 
of nepotism; and it is no criticism of the death-duties that they periodically compel 
the conversion of individual family businesses into public companies. But we are 
here concerned witli a much wider question: the effect of a simultaneous forced sale 
of numerous such businesses at a time of fluctuating capital values. 
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changing hands on this scale, considerable changes in relati\^ 
capital values must occur if vlUing sellers are to be matched up 
eve^y^vhe^e %vith willing buyers. In particularj a heav}' premium 
-will be set on safe and liquid assets, and gilt-edged values may 
rise sharply relative to the values of small and risky enterprises. 
Such changes in relative interest-rates can hardly be good for 
productive actimty. 

Moreover the new owmers, into whose hands part-shares of, 
or mortgages on, industrial and agricultural concerns will fall, 
rvill be rather a cxuious lot. They "will aU be holders of redeemed 
debt — in other words, mainly the insurance companies and finan- 
cial institutions, with a scattering of the less venturesome type of 
private investor. It is not clear that w^e want such people greatly 
to increase their control over the economy at the expense of large 
farmers and small businessmen. Yet this is typical of the sort of 
result w'hich might follow a shift in propertj’-ownership on the 
scale envisaged. Possibly these, and many^ other, economic risks 
might be worth taking, rvere Britain’s economic position per- 
fectly stable and secure. In the light of our rather precarious 
balance of payunents, it seems somervhat foolhardy. 

But perhaps the possible economic and social consequences 
hardly matter, since the political arguments against the levy are 
ovenvhelming in themselves. A large levy involves the virtual 
destruction of a certain social class, not by an evolutionary pro- 
cess lasting several decades — that is common enough in British 
histoiy’^ - but at a single blowc The class is not, of course, numeric- 
ally large — only some 17,000 persons owm capital of more than 
^100,000 — but its role in the country’s life is still considerable. 
And a larger social group rvould be quite severely hit — to an 
extent rvhich is accepted in respect of death-duties, but would 
be much less so rvhen large numbers of living persons were 
simultaneously affected. (Some 117,000 persons have capital of 
over pCz^jOOo; counting in families and dependants, this is quite 
a substantial munber of people.) 

Now the sudden expropriation of property on this scale, with 
the disruption of social life rvhich it rvoiild cause, amounts to an 
almost revolutionary act — indeed one comparable in its scope to 
an Act of Parliament nationalising all personal property overnight 
without compensation, and certainly one exceeding in its instan- 
taneous social effects the Reform Bill of 1832, the House of Lords 
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reform of 1911, or the General Strike.^ One is here in the realm 
of conjecture; but my strong impression is that such an act is 
out of tune tvdth the British political mood, and oversteps those 
crucial though indefinable boundaries of mutual tolerance, and 
willingness to compromise, on the preservation of which a demo- 
cratic system ultimately rests. 

In fact it is doubtful if the levy would ever command sufficient 
support from the rest of the population to ensure its passage 
against a merely robust, and not unconstitutional, opposition on 
the part of property-otvners.^ Indeed it is still more doubtful if 
an election could be won in the first place if any hint of the levy 
were contained in the Party’s programme (and to give no hint 
would surely be immoral). The great bulk of the middle classes, 
even though well belo^v the exemption hmit, would of course be 
violently scared, both in ignorant fear that they might them- 
selved be affected either now or in the future, and generally 
because of a natural antipathy to violent measures. 

Even the workers might not give the levy undivided and 
enthusiastic support. They could not themselves expect to gain 
much from it financially; and it is tvrong to imagine that their 
mood is normally revolutionary. E. E. M, Durbin once •wrote 
wisely of a similar measure ; ‘The working class itself would not 
approve of such measures. With the possible exception of the 
periods immediately before and immediately after the [first] war, 
the working class has not been in a revolutionary mood for nearly 
a hundred years. . . . Any Labour Government that was fooUsh 
enough to commit itself to revolutionary action would lose the 
electoral support on which it had been formed, would have to 
fight ■without an army to lead, and would become a sorry com- 
pany of deluded Jacobins, fighting a people.’® This is even more 
true now that when it was written 16 years ago. 

But even if the le-vy did command just enough support to ensure 

^ Which makes it all the more curious that the supporters of the levy are often to 
be found on the extreme Right-wing of the Party, especially amongst academic 
economists. Clearly some process of compensation is at work. 

2 Moreover it is highly doubtful if the lei'y would be practicable o;i technical grounds 
against such opposition. All discussions of the techmcal aspect have stressed that 
a sine qita non of a successful levy is a general psychological acceptance of the case for 
it; without this, no hope would exist of a speedy valuation and collection, succc^ful 
evasion would be widespread, and the effect on the exchanges extremely damaging. 
Of course there is no hope of any such general acceptance in normal peacetime 
conditions. 

3 The Politics of Democratic Socialism, pp. 
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its passage, the Labour Part}' ^vould still be wse not to attempt 
it.i The tradition of social and political tolerance which has, for 
all the periodic outbreaks of class violence, steadily sustained 
British hberal democracy, has brought inestimable gains to the 
coxmtry as a -whole, and to socialists in particular, since it has 
permitted large changes in an atmosphere of social peace and 
relative good--^\’ill. We shall never create a stable socialist society 
if we fly in the face of this tradition, and convert this relative 
tolerance into sullen opposition, if not -^vorse. 

A large capital levy is an illustration of the principle that the 
choice of means often determines the end. The object of greater 
equality, to a socialist, is to conduce to a more contented and 
more just society. But although society would be more contented 
and more just if property’- -^vere more equally distributed, it does 
not follo%v that this would be true irrespective of the methods 
chosen to redistribute. It seems clear that a large le\ty would 
increase, rather than diminish, the amormt of resentment and 
discontent. It might help towards the formal objective of an 
egalitarian, classless society: but it -would not help to-^vards the 
real objective, namely a society’^ which, being classless and egali- 
tarian, is therefore also more just and more contented. Such a society'^ 
can only be reached by steady and evolutionary stages. 

1 That is, a le^y so large as to extinguish great wealth at one blow. This would 
not wholly rule out a smaller !«•>’, vhich would not have all the consequences 
described in the text. But, as we saw above, a smaller levy would certainly rause 
the rich to expect a further instalment later on, and so to dissipate^ their lymainmg 
capital. In practice, therefore, given also the administrative and political difSculties, 
it could only be introduced in circumstances when it could legitimately be related 
to considerations other than the redistribution of property — e.g. during a war, or 
a period of re-armament, or national crisis — and so could convincingly be portrayed 
as non-recurrent. 
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THE DISTRIBUTION OF WEALTH (II) 

I The Tax Bias in Favour of the Property Owner 

F or a steady advance towards equality, death-duties alone 
will not suffice. They bite only slowly; and meanwhile 
inherited property confers altogether too large an advant- 
age on a small class of wealthy persons. Moreover, a tax on 
inheritance does nothing to correct the inequities amongst the 
living between those with property, whether inherited or accu- 
mulated, and those without; whatever one may think about 
inheritance or the right vertical distribution of income, the British 
tax system fails to distribute the burden fairly as bet^\'een 
property-owners and non-property-owners. 

It fails to do so because it is based on income; and the defini- 
tion of taxable income is not an adequate measure of true spend- 
ing power, or taxable capacity, in any society in which private 
property exists on a large scale.^ Thus it makes no distinction 
(except for the minor differentiation introduced by the existing 
earned income allowance) between t^vo individuals \vith the same 
income, even though one has property worth ;^i 00,000 and the 
other no property at all. 

Clearly the spending power, or wealth, of these two indivi- 
duals is by no means identical. The first, unlike the second, can 
adopt a nonchalant attitude towards the future, and need make 
no provision out of his income against the day of his retirement; 
he is not faced with the risk that his income may fail, or be inter- 
rupted, on account of sickness or accident; and above all he can 

^ It ^viII be obvious to the reader that the ■whole discussion of taxable income in 
this chapter o^ves much to Mr. Kaidor’s recent fiscal writings. 
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supplement his consumption by large amounts through the sale 
of capital assets, or from capital gains. The financial situation of 
the t\vo individuals is thus in no "way comparable, and in no Avay 
reflected in their actual incomes. An income basis of taxation 
therefore involves a bias in favour of property-oumers, whose 
taxable capacity is under-stated as compared with those whose 
incomes are derived from -work. This inequity calls for correc- 
tion whatever may be decided about inheritance; though in 
practice corrective measures will also diminish the spending 
powi^er of inherited property in the interval while death-duties are 
slowiy doing their w^ork. 

Such measures could take the follo%\ing forms: a direct annual 
tax on property, a heavier discrimination against unearned as 
compared Avith earned incomes, and the taxation of capital gains. 


n An Annual Property Tax 

The possibility of an annual tax on capital, w-hich %\'Ould be in 
the nature of a small continuous capital levy, has been curiously 
little discussed by socialists, or even economists.^ It has obrious 
advantages. It ^vould not have the tmpredictable consequences 
of a once-for-all, large-scale capital lety; yet it wuuld have a 
continuing influence on the distribution of property, and with 
no ill effect on incentives to effort and enterprise. 

In what little discussion there has been, the iraters have usually 
assumed that anything called an annual capital or propeity^ tax 
■would have veiy'^ moderate rates, and ^\'ould in practice, how- 
ever assessed, be normally' paid out of income. This could not be 
so to-day\ At present rates of surtax, even exceedingly modest 
rates of capital tax -would quickly'^ raise the total tax burden to 
above 20s. in the poimd; and on ^ larger incomes the tax ^^'ould 
necessarily^ be paid out of capital. ^ This ^v•as the case, as all com- 
mentators agreed, -^rith the Special Contribution in 1948? w'hich 
was a non-recurrent property tax, even though assessed on income. 
And of course if the object is to influence the distribution of pro- 
pert3% the tax -would make no sense unless it fell on capital. 

1 The only recent detailed discussion that I am asvare of is in J. R. 

Hicks, and L. Rostas, The Taxation of War Wealth (Oxford, 1941), CE. XXII. Inc 
matter is also mentioned in Mr. Kaldods recent book, referred to later. 

- That is, if it tvas not avoided altogether (r.i.). 

320 


THE DISTRIBUTION OF WEALTH 

Previous discussions, which have assumed payment out of cur- 
rent income, therefore offer little help. 

Should the tax be assessed on capital or investment income? 
(It appHes, of course, only to private and not to business hold- 
ings of capital.) At first sight there might seem to be no differ- 
ence, if it is assumed that the value of property is, in the long 
run, determined by the income it yields. But in fact there are 
many forms of capital which yield no money income, but a 
generous non-monetary satisfaction - what used to be called 
‘psychic’ income; such are cars, yachts, artistic treasures, valu- 
able jewellery, etc. These would bear tax if the assessment %vere 
on property, but none if it were on money income; and it might 
be thought unfair that one man, who has invested heavily in 
such objects, should escape more lightly than another, who 
chooses to hold the same amount of capital in money-yielding 
form. 

But of course this draws attention to what is the fatal objec- 
tion to assessment on income: namely, that the tax would become 
wholly inoperative as soon as an individual’s combined tax rates 
rose above 2 os. in the pound. It would then pay him to with- 
draw his capital from income-yielding assets, and hold it in cash 
(or cars, jewellery, pictures, non-dividend-paying stocks, etc.), in 
which form it will attract no tax. (The skilful investor, hoping 
for capital gains, might choose to sell each share-holding before 
the dividend was due, and buy it back as soon as it ^vent ex- 
^vidend.) By so doing he would, above tliat point, avoid any 
surrender of his property to the State, even though he would 
be compelled at the same time to dip into capital to maintain 
his previous level of consumption. But the object of the tax is 
not to compel dissaving, but to collect and redistribute property; 
and in that it would be frustrated just at the point where the 
large estates come into view. This problem did not arise uith 
the Special Contribution, since it was unexpected; the assess- 
ments were on tax-returns already rendered, and no possibility 
of avoidance arose. But if the tax is annual or even periodic, 
avoidance must, in the upper reaches, become wholesale. 

A capital tax assessed on income would therefore not be a tax 
on capital at all, but merely a stiffer tax on unearned income; 
as such it is discussed in the next section. A regular tax which is 
to fall on capital must be assessed on capital. Tliis raises the 
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administrative problem of the valuation of private capital -not. 
of individual estates at irregular interv^als, as now for death- 
duties, but of all estates simultaneously, and mo^eo^’^er repeated 
every few years to keep pace wth changes in capital values. It 
is hard for the la}Tnan to judge whether this is practicable - only 
the Inland Revenue can ^ve a final answer. But such a tax, 
assessed on property, already exists in Sweden, where the admini- 
strative difficulties have not been found insuperable. 

If practicable, it would be a useful, if modest, supplementary 
weapon in the attack on inequality. It would start, like the death- 
duties, only above a substantial minimum figure; and the rates, 
since it is only a supplementary measure, need be neither high 
nor steeply progressive - though they should, in view of the 
greater inequality from which we start, be higher than the 
Swedish rates, which rise only fi:om 0-5% to i*8% of capital. It 
would have negligible effects on the incentive to save, since the 
rates are low and it falls not on the margin of ne^v sawngs but 
equally on the whole property, and none on risk-taking, since if 
assessed on capital it does not alter the relative attraction of high 
(risk)'^) and lo-w (safe) "jnelds. Altogether it is %vorth more con- 
sideration than it has so far received in this country. 


m A Heavier Discrimination against Unearned Income 

But we can also diminish the relative advantages of property 
oumership by taxing, not the property itself, but the income to 
wHch it gives rise. This could most simply be done by raising the 
tax on unearned relative to earned income. The principle that a 
poxmd of earned income should not be treated as the taxable 
equivalent of a pound of investment income has been accepted in 
Britain since 1907, rvhen a deliberate, though slight, differentia- 
tion against the latter was embodied in the tax system in the 
form of ‘earned income relief’.^ This was originally justified by 
reference to the greater ‘precariousness’ of earned incomes. But 
it is clear from the foregoing discussion that the greater security 
of a propert)'^ income is only a small part of the advantage ^vhich 
the o^vnership of property confers; and kw rvould argue that the 

1 A further differentiatjon has (almost accidentally) grown up since then in the 
form of superannuation relief. 
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total advantage was adequately offset by the small degree of 
differentiation introduced by the present earned income aIlo\s^- 
ance. 

The differentiation could be increased either by raising the 
earned income relief, that is, by increasing the fraction (say to 
one-third, or even a half) of earned income which is ignored for 
purposes of tax: or by separating altogether the tax on earned 
from the tax on investment income, and raising the relative rates 
on the latter. If the first method were chosen, the opportunity 
should be taken of abolishing the present upper limit of income 
beyond which the relief now ceases to operate, as this has little 
logical justification,^ If the second, and the rates on unearned 
income were increased, it would be well, in order to avoid penalis- 
ing small and medium savings, to raise the rates only above the 
surtax level, besides preserving the present ‘small investment 
income’ relief But there is nothing to choose in principle beUveen 
the two methods from the point of view of securing the required 
increase in differentiation. 

The conventional argument against a higher tax on unearned 
income is that it will discriminate against risk-bearing. The higher 
the risk, it is said, the higher the yield of the investment, and 
therefore the higher the liability under a tax assessed on income, 

■ The man who keeps his money in the bank wll pay no tax; and 
the investor in gilt-edged escapes more lightly tlian the investor in 
riskier, and so higher-yielding, equities. It follows that the tax 
must tempt the investor to avoid risks in order to minimise lus 
income, and so his liability. 

Plausible as this sounds, it is doubtful if in practice high yields 
are an entirely accurate criterion of the sort of investment towards 
which we want risk-capital to flow. If we examine the structure of 
yields on the Stock Exchange, we find two separate influences at 
work. The first is the degree of risk in the conventional sense - 
the risk of fluctuations in trading conditions, and hence in profits 
and dividend disbursements. This risk is notoriously heavy, for 
example, in the case of commodity shares, o^ving to the tradition- 
ally volatile behaviour of commodity prices; and there are also 

1 Such a step would have the incidental advantage, which was strongly canvassed 
in the Minority Report of the Raddiffe Commission, of doing something to olfsct 
the preferential treatment which, in the upper reaches of income, Schedule D tax- 
payers now receive against their Schedule E counterparts in respect of busmess 
expenses (a. Cmd. 9474 , pp. 393*5)- 
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manufacturing industries which, are faced \Nith particularly 
unstable markets (e.g. certain consumer-good export industries, 
or home industries subject to the full rigour of sudden variations 
in hire-purchase regulations, such as furniture or electrical 
appliances). It is lorv in the case of fixed-interest-bearing securi- 
ties, and of firms faced rrith a characteristically steady level of 
demand, such as, for example, banks and insurance companies. 

Securities in the former group r\'ill show higher ^fields than those 
in the latter, and may no doubt become less attractive to the 
investor if the tax on unearned income is increased. One may 
concede that on balance this rvould be a bad thing — though only 
on balance; a flow of funds into commodity shares may often be 
desirable, but it is less obvious that we want a heavy investment 
in hire-purchase companies. 

But there is another influence working in the reverse direction. 
The yield which determines the investor’s actions is not solely 
the current dividend yield, but the current yield plus expected 
capital appreciation. Thus shares which are expected to appreci- 
ate in value often sho\v a low ciurent yield (or even no yield at 
all), while those ■with less prospect of appreciation show a much 
higher current yield. A tax assessed on income would then 
differentiate in favour of the first, and against the second, type of 
share. One might argue that this was positively desirable, on the 
grounds that the low-yielding stocks -vwth good prospects of 
appreciation - the ‘gro'vs'th’ stocks — are characteristically associ- 
ated \vith rapidly expanding industries towards which investible 
funds shouldhe. moving, such as, to-day, atomic energ)’- equipment, 
heavy electrical engineering, chemicals, aircraft, oil, and the like. 
Conversely the higher yields associated -with poor prospects of 
appreciation, or a fear of actual depreciation, are to be foimd in 
stagnant or declining industries, such as textiles or bre^ve^ies, 
towards ^v•hich investible funds should not be flo^^ing (at least in 
large amounts). 

At any rate there is clearly a good deal of exaggeration in the 
talk of an inevitable ‘distortion’ in the flow of risk-capital. There 
might be some bad eflfects - in the case, for example, of unkno^sm 
or private companies which need to show an exceptionally high 
return in order to obtain new capital. But so far as the great 
majority of companies quoted on the Stock Exchange are con- 
cerned, the rmdesirable distortion might be rather negligible. 
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The real case against the proposal is more fundamental. Not 
only would it fall haphazardly on different property o-wners 
according to how their capital was invested, but, more important, 
it fails to touch the non-income advantages which property confers. 
No tax assessed solely on conventional income, and no possible 
degree of discrimination against property income, can offiet the 
differential spending power which the possibilities of dis-sa\’ing 
and capital gains bestow. It is therefore the inadequacy of the 
proposal, not its recklessness, which calls for criticism. Only if 
for some inexpUcable reason all other measures failed, would this 
one be worth much bother. 


rv The Case for a Capital Gains Tax 

If taxable income is so poor a measure of the true spending 
power of the property owner, the question arises as to ^vhether the 
present definition of income for tax purposes is either logical or 
accurate. Is the existing lack of correspondence between income 
and taxable capacity inevitable and incorrigible, so that no 
reform in the sphere of income tax can ever make matters better: 
or is it partly due to deficiencies in the concept of taxable income? 

There is one glaring deficiency, namely the exclusion of capital 
gains from the definition of income. Income is defined by econom- 
ists as ‘the maximum value which [a man] can consume during a 
week, and still expect to be as well off at the end of the week as he 
was at the beginning’;^ that is, the net ‘increment of “spending 
power” or “economic power” in a period . . . the increase in 
the individual’s command over resources in a period’.- 

On these definitions, capital gains would appear to constitute 
income. They can be consumed during the week, while still leaving 
the individual as well off as he was at the beginning of the week 
(i.e. with his original capital intact). They confer a clear increase 
in spending power and command over resources. And indeed 
not only economists, but ordinary investors also appear to regard 
them as income, and spend them wthout any sense of running 
do%vn their capital. They should logically, therefore, be taxed as 
income, as they have been in the United States for many years. 
Moreover apart from considerations of logic and equity between 
1 J. R. Hicks, Value and Capilal (Oxford, 1939), p. 172. " Cmd. 9474, p. 356 - 

325 



THE SEARCH FOR EQ,UALITY 

ta^ayers, there is a clear redistributive case for taxing capital 
gains. They accrue only to those ^vho already o^\'n property; 
and the present distrilDution of property, as Avas pointed out in the 
last chapter, is not only highly unequal, but also, since so high a 
proportion is inherited, the least defensible aspect of inequahty. 
Thus all the evils inherent in the maldistribution of private capital 
are magnified by the exemption from tax of the gains to which 
that capital gives rise, and ^vhich still further increase the in- 
equahty of purchasing po-\ver; and a tax on these gains is therefore 
wholly to be desired on socialist grounds.^ 

Moreover the quantitative significance of capital gains is, in an 
expanding economy, very considerable. The value of quoted 
Stock Exchange seciuities alone rose by ^5,000 milhons between 
1950 and 1954. No doubt this ^vas the product of an exceptionally 
strong bull market. But in a fuU employment economy, the real 
value of private property may be expected to increase by anything 
up to ;^i,ooo milhons a year.^ There is no justification for leaving 
this huge accretion to private spending power rmtaxed, when 
incomes from work are treated so severely. 

The economic arguments for and against such a tax have been 
exhaustively discussed in the Radchffe Report, and ^\aU only be 
summarised here. The usual arguments brought against it are, 
first, that capital gains which occur as a result of inflation are not 
real, but ihusorj' gains. This is true; but it does not foho^v that 
they should not be taxed. Tf the proceeds of the gain are spent the 
recipient derives the same benefit as he does in spending taxed 
income. If the gains are saved, the argument about their illusory 
character apphes equally'^ to aU sa%’ing, and not merely capital 
appreciation. If a man regularly^ saves up a part of his earnings by 
adding to his savings deposits or paying premiums on a life assur- 
ance, it may^ equally happen that as a result of inflation the real 
value of his accumulated sa\angs is shrinking. He is in no difierent 

1 In fact, it would be a tax not simply on the rich, but primarily on the yeiy rich. 
The larger the amount of propert)’ owned, the higher is the proportion held in indus- 
trial securities, ^vhich characteristically show the greatest capital appreciation. Death- 
duty statistics show that the proportion of capital held in this form rises from 6% 
in the case of estates below ;/^5,ooo, to nearly 50% in the case of estates above iji 00,000. 
(American Egures also show that capital gains are a major source of large incotnes, 
and that the larger the income, the higher the proportion derived from capital 
They account for one-third of incomes of $100,000 p.a. and over, and a half of 
incomes of $1,000,000 and over.) 
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position from another man who attains the same increase in the 
money value of his capital as a result of capital appreciation.’ ^ 
Indeed this might be thought to constitute a positive argument 
in favour of taxing capital gains. The property o^vner who makes 
such gains during an inflation thereby receives a relative increase 
in his spending po^ver as compared with those who own fixed- 
interest securities, and indeed compared wth all those - pensioners 
and the like ~ whose incomes are &ced in money terms. If the pre- 
inflation distribution of real wealth was held to be desirable, Aen 
inflationary gains should be taxed simply in order to prevent an 
unintended redistribution of wealth. 

Secondly, it is said that gains resulting from a fall in interest 
rates are also illusory, since they do not augment the investor’s 
future income. This again may be true, but again is not an argu- 
ment against taxing the gains. Holders of long-term bonds will 
still be at an advantage as compared wdth other savers (e.g. those 
who hold savings deposits), since in their case the fall in interest 
is offset by the capital gains on their existing holdings. In any case, 
what they lose on the swngs they gain on the roundabouts; 
there is no visible long-run tendency for interest rates to decline, 
and periods of falling rates alternate with periods of rising rates, 
with no significant change on balance. 

But of course a high proportion of capital gains are due neither 
to inflation nor to falling interest rates, but to the rising profits 
and dividend payments of private industry. This proridcs the 
answer to a third argument against taxing them, that they arc 
irregular and not sought after by the recipient. They are, it is 
true, less regular than an annual salary’ or fixed-interest income - 
but so, if it comes to that, are many work incomes (e.g. those of 
writers and actors) ^vhich are nevertheless liable to tax. But in 
an expanding economy they rvill occur, not indeed steadily, but 
at least with sufficient regularity to be treated as income by the 
recipients; indeed wealthy people already regard them as a major, 
even though periodic, element in their total receipts. And it is 
absurd to say that they arc not expected or sought after by the 
investor; a glance at any broker’s investment circular vlll 
demonstrate that they are not merely sought after, but commonly 
provide the primary motive for investment. 

The last criticism concerns the prospective yield. It is pointed 
^ Cmd. 9474, p* 366 (Minority Report). 
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out that the average yield of the American tax has not been large; 
and the Board of Inland Revenue estimated the hkely average 
yield in Britain, assuming that gains were charged to both income 
and surtax and that the tax was based on realised gains, at only 
millions annuaUyA But this estimate was based on a 
projection of the rate of capital appreciation in the inter-war 
period - a period which spanned at least one complete trade cycle, 
and one of the deepest depressions in economic history. Pre- 
sumably no one now supposes that a 1931 -type slump is hkely to 
recur, or that the trade cycle continues in its classical form. On 
the contrary, aU parties are committed to fuU employment and 
rapid growth; and estimates based on pre-war trends therefore 
have httle value. 

The Minority Report of the Radchffe Commission has pro- 
vided what may be a more reahstic estimate. Basing itself on 
post-war trends of industrial production, gross profits and com- 
pany reserves, it concludes that the annual appreciation of 
private capital will be of the order of ;£'6oo-^i,ooo millions. 
On this basis the annual net yield of the tax (i.e. allovvdng for a 
consequential dechne in the yield of death duties), even if imposed 
only at income and not at surtax rates, would lie between ;^i6o 
and miUions per aimum.^ This cannot be called a negligible 
sum. 

What effect would the tax have on incentives and economic 
efficiency? It would tend somewhat, though not sensationally, to 
discourage consumption and increase savings. Capital gains are 
often reahsed in order to be spent, and it is well known that 
during a Stock Exchange boom luxury consumption is particu- 
larly heavy. ^ A tax on realised gains would increase saving both 
by di m inis hin g the net reahsed gain to the investor and equival- 
ently augmenting the Budget surplus, and (more doubtfully) ^ by 

1 ti.t., for the reasons why the tax must be based on realised gains. 

2 op. cit., pp. 378 seq. The Report also correctly points out that one of the reasons 
for the low yield of the ^Werican tax is that all accrued gains are sviped out when 
property passes at death, so that a high proportion of gains escape tax altogether. 

3 And conversely, as Lorelei discovered in the film Gentlemen Prefer Blondes'. 

‘He’s your guy when stocks are high. 

But beware when they start to descend: 

It’s then that those louses 
Go back to their spouses — 

Diamonds are a girl’s best IHend.’ 

* Because the main effect might be to discomage stsitches between shares rather 
than realisations for spending. 
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encouraging investors not to realise (and spend) their gains so 
rapidly, but to allow the increase in the value of their property 
to accumrdate as savings. 

But it must clearly have an adverse effect on the individual 
investor’s willingness to take risks, which now depends partly on 
the hope of tax-free capital appreciation. The effect on individual 
risk-bearing, however, cannot be treated in isolation. The effect 
on companies must also be considered. The present exemption of 
capital gains from tax causes Governments, for fear of the social 
and economic consequences of large tax-free gains, to take measures 
directed against companies and logically designed to restrict the 
extent of such gains. This is part of the rationale of heavy corporate 
taxation, the differential tax on distributions, and generally of 
measures to limit dividends. These may well have some adverse 
effect, though the matter has been ridiculously exaggerated in the 
post-war years, on entrepreneurial decisions about expansion 
(both by reducing the internal funds available, and by raising the 
effective cost of making new issues). But the introduction of a 
capital gains tax would permit a reduction in the level of corpor- 
ate taxation (or, if it were preferred, in the rates of taxation on 
earned incomes), and on balance the effect on risk-bearing and 
economic growth might be beneficial. 

Nevertheless, the individual investor’s attitude to risk-bearing 
is of some importance (though probably less in relation to the 
Stock Exchange than to the small entrepreneur, who might be 
discouraged by a very heavy rate of capital gains tax, especially 
under conditions of inflation, from building a business up, and 
then selling it in order to move on to bigger things). This is 
not an argument for doing nothing; but it is an argument against 
aggregating gains fully with ordinary income, and so taxing them 
at the full progressive rates of surtax as well as income tax. 
This applies %vith particular force inasmuch as the gains, accruing 
as they do largely to the higher income groups, ■would often 
attract exceedingly high marginal rates of tax, rising to i8r. 6d. in 
the pound. Such rates would not only have too adverse an effect 
on risk-taking, but might also, by tempting property owners to 

^ As a method of limiting the gain to shareholders, a capiml gains tax is of course 
much more equitable than high business taxation, since it strikes equally at all gains. 
Company taxation, on the other hand, is svildly crude and haphazard as between 
individual gains. Moreover, capital gains arise on other forms of property besides 
industrial equities. 
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dissipate their capital, have harmful results on savings. Gains 
should therefore be liable for income tax only, and not for surtax. 
The tax would then be a flat-rate one above the point where total 
income (including gains) became liable for the standard rate. 

There is another reason why the tax should be at a flat, and 
not progressive, rate. If confined, as it must be for reasons ex- 
plained in the next paragraph, to realised gains, it taxes in one 
year a capital appreciation which may have occurred over several 
years. The investor holding a number of easily marketable 
securities could easily, by timing his realisations, avoid an 
excessive burden of marginal taxation in any one year. But 
certain types of investor might be unable to avoid a bunching of 
realised gains in one year; and a progressive tax would faU on 
them with undue severity. This would arise, for example, in the 
case of a private business sold as a going concern, or in any case 
where the capital assets were not easily marketable, and could be 
disposed of only in large blocks. 

The tax must be based on realised and not paper gains for 
overwhelming administrative reasons. There could be no question 
of an annual valuation of capital assets of such a degree of pre- 
cision that exact changes in their market value over the year 
could be fairly computed. Moreover it makes no difference to the 
yield in the long run whether the tax is levied on realised or 
accrued gains, since if gifts and inheritance are treated as realisa- 
tion, as they should be, the two must amount to the same thing 
over the taxpayer’s hfetime - though of course the difference in 
timing might be very significant for the individual (e.g. for the 
man who neither switched nor over-spent his income - for him 
the tax would be simply a second death-duty). 

On more detailed points, there seems little to be said for making 
a distinction, as the American tax does, between short-term and 
long-term gains. Realised losses should be allowed as an offset 
against realised gains (though not against other income), with 
provision for carrying forward. To reduce the administrative 
difficulties the tax shoiffd be limited, at least initially, to gains 
arising out of the sale of businesses, stocks and shares, and real 
property. There should be an exemption limit to exclude small 
gains and small amounts of property; and gains arising out of the 
sale of an o^vner-occupied house should be exempt if the proceeds 
are used to buy another house. 

330 



THE DISTRIBUTION OF WEALTH 

There is no reason why we should boggle at a capital gains tax. 
It is, as experience in the U.S. and elsewhere shows, perfectly 
practicable; though in the immediate post-war years, when the 
Revenue was under-staffed and over-worked, the administrative 
difficulties seemed, naturally enough, forbiddingly formidable. 
The yield would probably never be enormous ; but the case for it, 
on grounds both of equity betv^'een individuals and equality 
between classes, is overwhelming.^ 


V The Concerted Attack on the Maldistribution of 
Wealth 

The measures proposed in these two chapters, taken together, 
would greatly diminish inequalities of wealth, especially when 
combined with a policy for industry, to be discussed in later 
chapters, designed to prevent a large rise in share-values from 
occurring in the first place. ^ None of them, by itself, will change 
the face of society overnight, as would a huge capital lev)'. But I 
have already argued that this would not in any case be a sensible 
way to proceed. And taken in conjunction they would steadily 
carry us forward towards a reasonable and equitable distribution 
of wealth. 

I must underline, in conclusion, in an attempt to forestall (the 
probably inevitable) misrmderstanding, that all these measures 
are designed to equaUse wealth only by striking at property, and 
especially inherited property, and only by strildng at large 
amounts of property. None of them affects earned incomes; and 
all are subject to exemption limits which would effectively exclude 
small and medium savings. Indeed to the extent that they gradu- 
ally eliminate this central and most indefensible cause of in- 
equality, the maldistribution of property, it ^\’ill become possible 
both more actively to encourage the growth of small property, 
and to take a more favourable attitude towards the taxation of 

r Since the manuscript of this book was substantially complete, Mr. Kaldor h^ 
published his important proposal for shifting from an income to an expenditure basis 
of taxation, at least for surtax payers {An Expenditure Tax, Allen and Unwin, 1955). 
This would achieve, a good deal more efficiently, many of the objectives discussed in 
this chapter, besides having excellent effects on savings decisions. But any firm verdict 
must wait on an exhaustive diseussion by the e.xpcrts of the fc.'isibllity in practice 
of such a tax. 

2 V. Chapters XVII and XX. 
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incomes from work;^ the more so if other measures designed to 
remove the rent element in gross work-incomes are also successful. 
Socialists have no desire to penalise small savings, or enterprise 
and initiative; their aims are social justice and genuine equality 
of opportunity. Once these are achieved, and the dead hand of 
inheritance rerhoved, we shall more easily be able to lighten the 
load of taxation on incomes from work, and restore to individual 
effort and enterprise some of the rewards which the unequal 
distribution of property now forces us to tax away. 

1 For instance, one of the objections to-day to reducing the standard rate of income 
tax is that a sig^cant proportion of the benefit accrues to large property incomes. 
This objection would disappear if property ceased to be a major source of inequality. 



XVI 


POWER AND PRIVILEGE IN INDUSTRY 
I The Status of the Worker 

T he last two distance factors to be discussed are inequalities 
in the distribution of power, and in non-pecuniary occupa- 
tional status. These factors, and especially the first, as ^vas 
made clear in Chapter VIII, have many different aspects, 
political, economic, and sociological.^ But from the point of vie^v 
of socio-economic reform it is their incidence in large-scale in- 
dustry which is most significant, on account both of the numbers 
of people affected and the still po^verful influence of work- 
relationships on social attitudes. 

It was suggested in Chapter I that the changes of the last Uvo 
decades - the seller’s market for labour, the greater strength of 
both the political and industrial Left, and the internal revolution 
within industry - had enormously impro^'ed the position of the 
%vorker relative to the employer; and that the latter no^v neither 
could, nor commonly tried to, act in an arbitrary or authoritarian 
manner. Nevertheless there are still great disparities ^^^thin 
industry, and perhaps especially in large-scale industry, of status, 
privilege, and power. 

The matter is sometimes argued, by \vriters such as Mr. Peter 
Drucker, in rather \\dde sociological terms. The ‘mass-production 
world revolution’, it is said, has actually depressed the worker’s 
technical status at work. The man on an assembly-line has no 
individual function or responsibility comparable to those of the 
craft worker in pre-industrial days. Indeed he can scarcely be 
called a ‘producer’ at all. ‘It is only a very small minority of 
1 V. Chapter VIII, Section V. 
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artists and professional men who can produce at all by them- 
selves. All the others are dependent upon access to an organisa- 
tion to be productive.’^ In the extreme case of repetitive work, 
the worker has become ‘just one more sloppily-designed machine’.^ 
And this decline in his personal responsibility at Avork has co- 
incided ^vith an increase both in his educational maturity, and 
in the range of his responsibihties outside Avork; the result is a 
rather glaring contrast between his status in the hours of leisure 
and the hours of work. 

It is hard to believe that there is no exaggeration here. The 
mass-production revolution may have brought the assembly-line, 
but it has also brought, if we look at the labour force as a whole, 
a marked dechne in the proportion of unskilled labour in the 
total. In the U.S. it now constitutes less than 20% of the laboiu 
force, while the semi-skilled have risen to 22%, and skilled 
workers, clerks, and professional personnel to 42%. Automation, 
requiring as it does a very high (almost 100%) ratio of skilled to 
unskilled labour, -will accelerate this trend ; and the typical -^vorker 
of the future ^vill be not the robot figiue on an assembly-line of 
ChapHn’s Modem Times, but the highly-skilled instrument-reader 
and repair-worker in a fully automatic factory. 

However that may be, there is no disputing the second con- 
sequence of large scale: the tendency for decisions to be cen- 
tralised, and power concentrated, in fe\ver and fewer hands. The 
result is a degree of ‘remote’ power (to use the terminology of 
Chapter VIII), reflected lower dowm the scale in ‘face-to-face’ 
power, which is much greater than -would exist in a society of 
small-scale -units. 

The case for redistributing this power, and transferring a 
greater share of it to the workers at the expense of other groups 
in industry, might be based on either of the two main arguments 
for more equahty postulated in Chapter IX: social contentment 
or social justice. 


n The Causes of Industrial Discontent 

If we argue the matter in terms of social contentment, ^ve enter 
a difficult sphere; for not only do the experts disagree in their 

1 The Tfeu) Society (Heinemann, 1951), p- 
- The Future of Industrial Man (Heinemann, 1943), p. 75 - 
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diagnosis, but all the suggested reforms are open to exceptionally 
strong practical objections. 

The diagnostic difficulty emerges as soon as we make com- 
parisons between countries. I suggested in Chapter IX that \ve 
retained a degree of bitterness, sullenness, and resentment in 
industry which appeared surprising in the light of tlie absence 
of such traditional provocations to discontent as falling wages or 
unemployment. And we find that other countries largely escape 
this resentful atmosphere, despite having an organisation of large- 
scale industry very similar to our own; they do not, that is, have 
significantly more nationahsation, or industrial democracy, or 
workers’ participation. This is the case both in S\veden, where 
industrial relations are unusually harmonious and strikes a rarity, 
and in the U.S.A., where, although the Unions are more militant 
than our own and disputes more violent, there is much less under- 
lying, nagging class resentment and consciousness of irreconcil- 
able conflict - much less hostility, for example, to high profits or 
even dividends. And the contrast is reflected in the fact that only 
in Britain of these three coimtries is there any sustained pressure 
for major industrial change, whether by nationalisation or workers’ 
control. 

In the light of the similar industrial and o^\'nerslup patterns 
prevailing in these other countries, it is hard to believe that the 
contrast is not partly to be explained, as I suggested in Chapter 
IX, by their greater degree of social equahty.^ They have less 
sense of conflict because the worker feels there is a fair oppor- 
tunity of rising into the ranks of management: because he docs 
not suspect the boss of being boss on account of nepotism, or 
lineage, or inherited wealth: because he does not feel himself 
socially inferior to the manager — after all, he too drives to ^^•ork 
in a car, and has even had much tlie same education, and is not 
marked off by a wholly different accent or style of hfe : and lastly 
because the management actually turn up to \vork at the same 
time, and claim fewer social prirdleges simply for being ‘staff’ as 
opposed to ‘labour’. 

This point is particularly important. Non-pccuniaiy' status pri- 
vileges are exceptionally uddespread in British industry; and their 
persistence acts as a constant irritant. They can hardly all be 

1 It is also partly to be c.\plained by their greater success in extruding Communist 
influence from their labour movements. 
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justified on grounds of discipline or incentives, since they are so 
much less conspicuous in American firms whose efficiency is 
beyond dispute. The contrast is sho\vn most clearly when an 
American firm, using American managers and supervisors, em- 
barks on an enterprise in Britain. The construction of the Esso 
refinery at Fawley is a well-documented case in point.^ The 
report on this enterprise refers to the ‘minimum stress on the 
symbols of inequality of status bet\veen supervisors and men’. 
The American staff kept the same hours as the men, ‘mucked 
in’ whenever it was necessary, treated the men as equals, and 
showed ho trace of the snobbery so prevalent here amongst 
supervisory and black-coated staff. The manifest absence of social 
barriers, so far from prejudicing good order and discipline, appears 
to have been a major cause of good relations, and consequently 
of greater efficiency. 

This status inequality calls for action on several different fi-onts. 
It can be lessened, indirectly, by social service and taxation 
policy.’^ It wiU in practice be weakened as the educational and 
other changes discussed in earlier chapters diminish the natural 
class sentiment now so strong in Britain, so that the managerial 
classes lose their present ingrained assumption of social superiority. 
And it can be weakened by Trade Union action. This requires 
that the Unions should steadily %viden the agenda of collective 
bargaining, and increasingly direct their pressure, as they already 
do to some extent, towards ‘fringe’ benefits designed to equalise 
non-wage privileges : pension schemes, longer paid holidays, sick- 
ness benefits, and the hke. The culmination will no doubt be to 
ehminate the ultimate social distinction between wage and salary, 
and at the same time the worker’s greater insecurity, by means 
of the guaranteed annual wage. 

But if this thesis is correct, that the deeper industrial resent- 
ments in Britain are not -wholly due to causes internal to industry 
itself, but are partly a symptom of social inequahty - if, that is, 
the orientation of these resentments towards work and produc- 
tion conflicts is partly a process of psychological transference or 
rationahsation: then the cure ^vill be a long-term process, and 
will depend on our success in implementing the -wider egalitarian 
measures discussed in earlier chapters. 


1 V. Construction of Esso Refinery, Fawl^, British Institute of Management, Occasional 
Papers No. 6, 1954- 

- t. Chapter VII, Section VII. 
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Yet there are also causes internal to industry. Another marked 
difference bet\veen Britain and the U.S. is the greater attention 
paid in America to the -whole question of labour relations and 
personnel management. This is treated as a central and specialised 
aspect of the management function, and is studied much more 
seriously and systematically than in Britain. The result is that 
management is, on the average, appreciably more imaginative, 
progressive, and enlightened in its labour policies ; and relations 
are better in consequence. 

Furthermore, workers in America are less suspicious of high 
profits and dividends, because they feel more certain that ^vages 
will obtain a generous share of any increase in producti\dty. And 
as a matter of fact they are right; wage increases are both fre- 
quent and absolutely large owng to the rapid rise in pro- 
ductivity, and the high-wage ideology prevalent even %vithin 
management itself. But there is a further important influence. 
Ever since the famous 1950 U.A.W.-G.M. contract. Unions have 
increasingly asked, and management conceded, that -wage in- 
creases should be pledged for some years ahead on the assumption 
of rising productivity (and often also pledged in the event of a 
rise in the cost of living). The worker therefore has less suspicious 
apprehension lest he be cheated out of the fruits of his labour; 
and being more certain that his own interests are well looked 
after, he is less hostile to the share of profits going to other groups. 


in The Importance of Local Management and the 
Unimportance of Ownership 

The greater industrial discontent in Britain does not, then, 
seem directly traceable to our industrial structure, so much as 
to our social system generally, the quality of management, and 
the absence of an explicit high-wage ideology. The significance 
of the management factor, and the lesser importance of the actual 
structure, are confirmed by the extraordinar)' variations in 
morale amongst British firms of broadly the same size and 
organisation. 

Within the general picture, we have a number of firms enjoy- 
ing excellent relations and a genuinely co-operative spirit betAs'cen 
management and labomr. This occurs where tire management is 
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both efficient and enhghtenedj and where in consequence not 
only are wage-rates above average, welfare facilities good, and 
the firm technically efficient and amply equipped with modem 
plant; but also (and probably more important) the personnel 
managers are highly trained, the supervisory grades competent, 
the workers’ representatives given ample information about future 
plans and past performance, and an effective channel exists for 
raising grievances. In such firms morale is high even though 
dividends are generous, discipline strict, and formal joint con- 
sultation often absent. 

These are essentially the firms which, like most American enter- 
prises, pay the most careful attention to enlightened personnel 
management. A famous case-study was provided by the Fawley 
refinery already referred to. There Avas no attempt here at formal 
joint consultation or participation in management; discipline 
was firmer than is usual on a British site; the functions of 
shop-stewards were curtailed below their normal; and even 
wages and welfare facilities were not significantly better than the 
average. 

Yet labour relations were exceptionally harmonious; and the 
reason lay in the enlightened labour policy of the management. 
There was an unusually high degree of co-operation ^vith the 
Unions: a smooth- working machinery for raising complaints: a 
marked ^viIli^gness to settle grievances quickly and on the spot: 
and a very high number and quality of supervisors who 'mucked 
in’ TOth the men, worked the same homs, were always accessible, 
and took constant trouble to ensure the ■widest possible dissemi- 
nation of information about what -^vas being done, and why. 
Labour relations were, in other words, given the highest priority 
by a progressive and intelligent management, -^vith the result that 
the worker felt himself to be a respected and responsible member 
of a team despite the absence of any formal joint machinery. 

It is clear, then, that within any given frame^vork, greater or 
lesser harmony is largely a function of the quality of manage- 
ment.^ ’WTiere confidence in the management exists, and above 
all confidence that it •v\tI 1 listen and attend to grievances, formal 
changes seem to be unnecessary. Y/here confidence does not 

1 One unfortunate consequence (though of course Acre are advantages also) of 
industry-wide wage negotiations is that the Trade Unions are less interested in -the 
quality of local management than they would be tmder a system of plant negouauon. 

338 



POWER AND PRIVILEGE IN INDUSTRY 

exist, resentments occur. But it follows that these resentments, 
being due to essentially local frictions, may not be curable by 
action at the national or industry level - by nationalisation, or 
dividend limitation, or legal changes in the structure of industry. 
These may have an influence on Trade Union attitudes also at 
the national or industry' level, and hence might be relevant, for 
example, to wages policy. But they will not have much influence 
on local tensions where, as is often the case, these are caused by 
managerial shortcomings. 

Thus nationalisation is no panacea for bad relations. It has, 
it is true, removed particular grievances in particular cases, 
notably in the coal industry. But nobody could claim drat morale 
in the public sector was uniformly high, or even better on the 
average than in good private firms; and in two industries, coal 
and the railways, it is quite exceptionally low.^ Tins appears 
again to be mainly a matter of the calibre of management. These 
two industries were never famous in tliis respect; and even under 
public ownership they are well below the average for industry 
as a whole. 

Indeed there are some features of nationalisation, as so far 
practised, which may be positively bad for industrial relations. 
One is the pressure towards centralisation, especially evident on 
the railways, where a highly centralised and uniform structure 
has replaced the previous regional traditions and variations. An- 
other is the tendency to delegate responsibility for labour policy 
to an ex-Trade Uiuon member of the Board, who has no experi- 
ence or expertise in this specialised branch of management. A 
third is the generally low level of salaries as compared ^vith 
private enterprise, and the correspondingly lower calibre in the 
middle ranks of management. 

At any rate there is little reason to expect nationalisation to 
produce an automatic change for tire better; though of course it 
may or may not be desirable on other grounds.- Does this mean, 
then, that the complaints of shop-stewards and rtorking-class 
militants about dividends, bonus shares, and private profits have 
no significance? This must certainly often be the case, for they 
do not occur in well-managed private firms, whatever the level 

r o. the ‘Studies in Nationalised Industry’ produced by die .•\cton Irust in >052-31 
and Hugh Clegg, Labour lielations in London Transport (Blackwell, 1950)- 

- r. Chapters XXII and XXIII. 
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of profits and di\'idends; and they often continue just as vehe- 
mently under nationalisation, though now articulated in different 
language. They must therefore often be a rationalisation of purely 
local discontents (a tyrannical foreman, a failure to consult, or 
general inefiiciency). 

V^Tiere they are not, they appear to reflect one of the other 
two factors mentioned above — the persistence of obwous class 
inequality, or a suspicion that wages are not rising as fast as they 
should. Neither of these ■\\atl necessarily be removed by nationali- 
sation. As Chapter III made clear, the pattern of dunership is 
not now a major determinant of the social structure as a whole; 
while the suspicion that wages are not getting a fair deal can, as 
the case of the rail^vays shows, only too easily persist under 
public o^raership. 


ru ‘Participation' and Joint Consultation 


The fact that morale so often depends on the quality of local 
management is also a difficulty %vhen ^ve turn to consider the 
proposals sometimes made by sociologists and industrial ps)xho- 
logists. There is the further di&culty here, it is true, that the 
suggested solutions have imdergone rather radical changes over 
quite a short period. It was only comparatively recently that lo%v 
morale ivas attributed to insufficiently subtle and detailed methods 
of incentive-payments : or to the lack of welfare or recreational 
facilities : or to poor fighting, or the \vTong humidity, or the ceil- 
ing not being painted the right colour; or the absence of ‘music- 
while-you-work’. AU these prescriptions are no^v out of fashion; 
and the emphasis is all on gi\'ing the worker a sense of status and 
function, on encouraging the group rather than the individual, 
and on ‘participation’.^ 

It is not easy to avoid a certain irritation ^vhen one hears the 
word ‘participation’. Not only has it become a catch-phrase, 
bandied about as though it were a nostrum for every social evil, 
but those who preach it hardest appear to think that coIlecti\'e 
is always superior to individual action, and that we must all be 
herded into participating groups of one kind or another. ‘Man 


1 For a reasonably 
P^-cholog}- of Industry. 


moderate statement of this approach, r. Bross-n, 
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cannot find his fulfilment in selfish isolation. ... He may limit 
his creative activities to his home and his garden, but in so doing 
he denies his responsibilities within his ow community, and 
indeed his concern with the whole of mankind beyond it. With 
this denial, there comes, inevitably, a stunting of his personality; 
a drying-up of the wells of human sympathy.’^ 

I have already suggested that there is another side to diis - 
that membership of a group can also stunt the individual pcr- 
sonahty, since groups themselves often develop distinctly un- 
democratic, and selfish characteristics.- In any case, we surely do 
not want a world in which everyone is fussing around in an inter- 
fering and responsible manner, and no one peacefully cultivating 
his garden. Of course this inevitably pains some socialists, as it 
did the old Chartist who, touring the North of England in 1870, 
found the material condition of the workers much improved, but 
‘noticed with pain that their moral and intellectual condition 
had deteriorated. ... In our old Chartist time, it is true, Lanca- 
shire working men were in rags by thousands ; and many of tlicm 
lacked food. But you would see them in groups discussing the 
great doctrine of political justice or the teachings of socialism. 
Now you wiU see no such groups. But you udll hear well-dressed 
working men talking of co-operative stores, and their shares in 
them, or in building societies. And you ^vill see others, like idiots, 
leading small greyhound dogs, covered uath clotli. They are about 
to race, and they are betting money as they go.’® 

And why not, indeed? If one believes in sociahsm not on patern- 
alistic grounds, but as a means of increasing personal freedom 
and the range of choice, one does not necessarily ^vant a busy, 
bustling society in ■which eveiy'one is politically active, and spends 
his evenings in group discussions, and feels responsible for all the 
burdens of the world. As Bertrand Russell once wTOtc, ‘the sphere 
of indmdual action is not to be regarded as ethically inferior to 
that of social duty. On the contrary, some of tlie best of human 
activities are, at least in feehng, raAer personal than social. . . . 
Prophets, mystics, poets, scientific discoverers, are men whose 
lives are dominated by a vision. It is such men who put into the 
■\vorld the tilings tiiat ive most value, not only in religion, in art 
and in science, but also in our feeling towards our neighbour, 

1 Socialism: A J\'eiv Statement of Principles (Socialist Union), p. 35 - 

2 Chapter V, Section IV. » Quoted in Beer, op. cit., Vol. II, p. 221. 
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for improvements in the sense of social obligation, as in cvery- 
thing else, have been largely due to solitary men ^vhose thoughts 
and emotions were not subject to the dominion of the herd.’ 

However, most of us are not prophets or mystics; and we may 
at once concede that people working in an impersonal mass 
organisation certainly want to be consulted and respected, and 
to feel they matter, and possibly, though more doubtfully, to 
‘participate’ (in some sense) in managerial decisions. It is clear 
that the element of consultation, in particular, is crucial, and an 
essential condition of the confidence mentioned above. A great 
many strikes and much resentment would be avoided if manage- 
ment, not necessarily set up an elaborate machinery for joint 
participation, but took the workers into its confidence, gave them 
information, and ascertained their views. 

But unfortunately none of this can be imposed from above. 
In the good firm, it -will occur automatically as part of an en- 
lightened management policy, whether dignified as formal joint 
consultation or not. In the bad firm, nothing will change simply 
because an elaborate consultative machinery is set up,^ The 
managerial or worker attitudes which are the root of the trouble 
■will still persist; and the failure of the new machinery will be- 
come simply another source of grievance. 

Effective consultation ^vall spread only as a by-product of a 
gradual improvement in the quahty of management - and, a 
very relevant point, of a gradual change in attitude on the part 
of the Trade Unions. The failure is by no means always the fault 
of management, but often of Union indifference, if not hostility, 
based on a fear lest consultative committees may usurp the 
negotiating function which is seen as the basis of Trade Union 
power. In Sweden, for example, ‘joint enterprise councils’ arc 
^videspread and effective. But they work only because both sides 
in industry take an cnhghtened interest in ‘enterprise economics’, 
and therefore take the -whole business seriously. This is a very 
desirable outcome, and tlie industrial atmosphere is better in 
consequence. But industrial contentment cannot be increased by 
edicts from Wliitchall. 

The conclusion is that the unequal distribution of power in 
industr)', in tlie sense of a failure to consult, is certainly an 

1 V. Chapter V, Section IV, for a discussion of the problem of eliciting the ‘right’, 
as opposed to the ‘svrong’, group attitudes. 
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indirect cause of resentment; but it is not the only one, nor is 
a major structural or legislative change a plausible solution. 
Prima facie, it appears that greater industrial contentment requires 
three things. First, an attack on social inequality and class privi- 
lege generally, partly within industry (in the matter of non- 
pecuniary status), but mainly in spheres outside. Secondly, a 
more effective assurance to the worker that he is not being ‘done 
out’ of rvage increases which are his due; this can be achieved 
partly by more imaginative w'age-bargains on the industry level, 
and perhaps occasionally in individual firms by collective pro- 
duction bonuses. Thirdly, the spread of more enlightened man- 
agement and Union policies, of which one aspect, namely more 
effective consultation, will represent a genuine transfer of power. 


V Industrial Democracy and Joint Management 

But structural changes designed to redistribute power, what- 
ever their effects on morale, might still be justified on grounds 
of justice. 

Historically, the aspiration towards a ‘juster’ organisation of 
industry has been enshrined in the demand for industrial demo- 
cracy or workers’ control. This has a long history in the Labour 
Movement, stretching back to Owen’s ambitious Operative 
Builders’ Union of 1832, and reaching a climax in the stormy 
decade before the First World War when even revolutionary 
syndicalism briefly caught the imagination of the British Uruons ; 
while Guild Socialism, a more prudent and pacific version, took 
a strong hold on the minds of younger socialist writers. But that 
was the high-water mark; and the tide receded rapidly after the 
First World War. Syndicalism looked less and less practicable 
with the growth of scale, and less and less desirable with its blunt 
exclusion of the State and the consumer. Guild Socialism de- 
teriorated; Whitleyism never took root outside the public service; 
and the final blow came in the early 1930s when the Labour 
Movement itself, after a protracted debate, voted for the Public 
Corporation with no direct workers’ representation on it. 

If we wish to revive the issue, we shall not derive much help 
from the old literature. Guild Socialism, for example, as was 
pointed out in Chapter IV, was ideologically rooted in a theory 
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of ‘wage-slavery’ which has no relevance to present-day con- 
ditions, combined ^\’ith a deep mistrust of poHtical action charac- 
teristic of the pre-igi4 decade; while on the organisational plane 
the notion of ‘self-governing guilds’ has been outmoded by tech- 
nological change. The whole question needs to be thought out 
afresh. 

The matter is often expressed in terms of a demand for ‘demo- 
cracy’. Unfortunately this is not, as East- West diplomatic notes 
make clear, an unambiguous concept. It describes neither a 
formal abstraction nor a single set of observable phenomena, but 
is a word loosely apphed to a number of different theories of the 
State, of actual political movements fighting for particular aims, 
and of diverse historical political systems. Its connotation has 
therefore varied through time; and even AWthin the ‘Western 
democracies’ to-day, different people would give different answers 
if asked to distil the essential meaning of the ^vord into a policy 
^vhich could then be applied to industry. 

Thus some would stress simply the rights of free speech and 
criticism. Others would stress equal rights for all citizens, which 
might point merely to equal opportunities for promotion: or 
respect for minorities (which might be held to require the demise 
of the closed shop !) : or active participation of citizens in govern- 
ment, which would point to a large extension of joint consulta- 
tion: or the rule of law: or the existence of a legal opposition - 
a condition already fulfilled in industry by the Unions: or govern- 
ment by consent, requiring simply joint consultative machinery: 
or government by the people through elections, requiring some 
much more elaborate reform. Clearly no unique meaning can be 
attached to the "word. Nor, even if it could, -would it necessarily 
be either logical or sensible to apply it by analogy from political 
goverrunent to industIy^ 

But let us consider the most popular recent version of the 
^demand for industrial ‘democracy’ : participation in management 
fby the Trade Unions. 

Joint management may mean anything from the elaborate 
proposals of the Union of Post Office Workers for a Joint Admini- 
strative Council appointed equally by management and the 
Unions,^ to the less ambitious proposals heard at every Labour 

1 r. Consnllation or Joint Mcnagmenl? (Fabian Tract 277, 1949). Tliis scheme is 
not unlike the Miibtstimmung experiment in Germany, under u-hich, m the coal and 
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Conference for the direct nomination by the Unions of repre- 
sentatives on NationaHsed Boards. But the essence of the idea is 
always the direct representation of the official Trade Unions on 
the Board, and their active participation in the management 
function. 

The central issue of principle is therefore whether the Unions 
should give up their independence in order to participate in 
management. To reject joint management, the argument runs, 
implies a continued acceptance of a ‘two sides’ conception of 
industry, with the authority of management ^vholly unimpaired, 
and the Unions still hmited to their old concern %vith wages and 
conditions. This is not merely a betrayal of the hopes of the 
socialist pioneers, but a denial of democracy, of the ideal of an 
industrial felloivship with all ranks sharing in control, and of the 
basic right of workpeople to have a voice in the determination 
of their industrial destinies. 

Now no one denies this right; but it does not necessarily point 
to Trade Union participation in management. As was sho^vn 
above, democracy is a rather ambiguous concept, and the mere 
use of the word does not point to anything specific at all. The 
democratic rights of workers might be fulfilled in a number of 
different ways. 

Furthermore, the concept of ‘two sides’ in industry, and of diver- 
gent interests generally, is not a reactionary or obsolete one, but 
merely a statement of the obvious. It is, for example, quite specious 
to argue that there is no fundamental conflict between the workers 
in an industry and the rest of the community, on the grounds 
that the workers are the community. They are no such tiring; 
and their interests obviously diverge from those (for instance) of 
pensioners or salaried persons when it comes to questions of the 
level of either money or real wages. And even if there were no 
conflict between aU workers and aU consumers, inasmuch as both 
equalled the whole community, there would still be a conflict 


steel industries at least, the Boards consist of equal numbers of management and 
workers’ representatives, the latter partly nominated by the Unions. But of course 
the background and motives were quite Afferent in Germany. The Unions were not 
concerned, when they pressed for Aiiibfstimrmmg, to raise the status of the worker or 
to establish industrial democracy, but to increase Trade Union control over large- 
scale industry. They remembered the political role played by heavy industry in the 
days of Stinnes and Thyssen; and their main anxiety was to dimimsh the politico- 
economic power of big business in post-war Germany. This particular argument 
obviously applies less strongly in Britain. 
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between ^vorke^s in any one industry and ^vorkers generally, and 
between \vorkers and employers in the same industry. 

It is this last point ^vhich is often denied. It is said, for example, 
that the whole of industr)'^ now has one common objective, namely 
higher production, and that co-operation in achieving this objec- 
tive should replace the old opposition. Now higher production 
is obviously a common objective, which justifies, indeed demands, 
a large measure of co-operation. But because two groups have 
one common interest, it does not follow that all their interests are 
identical; and between management and men there remain other 
conflicting interests, ^vhich this one common interest cannot 
whoUy over-ride. These are most obvious in the sphere of wages, 
where there is a clear short-run conflict over the division of the 
final product and/or the level of prices. But they also emerge in 
other spheres, such as the question of discipline, the role of shop- 
stewards, the introduction of new machinery, the closing dowTi 
of a plant, the numbers to be employed; there may be short-run 
conflicts of interest over all these matters, even though in the 
long run both sides have the same interests. Moreover there are 
many decisions affecting the workers which have nothing to do 
\s'ith higher production, but where interests are clearly not iden- 
tical; this applies to all the non-pecuniary privileges mentioned 
earlier in the chapter. 

There wll thus always be potential conflicts between manage- 
ment and labour. The two sides exist, and must to a large extent 
remain two sides; and the workers’ side must have an untram- 
melled Trade Union movement to defend its claims. These are 
harsh facts ^vhich cannot be spirited a^vay by moral rearmament 
touring troupes, or luncheons of progressive businessmen, or 
syndicalist castles in the air. If the Unions \vere to abrogate 
their independent role and leave the workers A\ithout proper 
representation, it would be to King Street, and not to Caux, that 
the latter would turn. 

Given that the t\s’o sides exist, there is thus some sense in which 
the management plays the role of government, to which the 
corollaiy' is the need for an opposition to enforce popular control 
over policy, and to protect the rights of the ^v’orker. It is this 
opposition role of the Unions which Mr. Clegg has stressed in his 
important book Industrial Democracy and Kalionalisalion?- This docs 

1 Black^\•c^, 1951. 
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not rule out joint consultation and co-operation at the plant or 
workshop level. But when we are considering the large organisa- 
tion — the multi-plant firm or the whole industry - the role of 
opposition is the essential guarantee of democracy; and it is in 
order to carry it out effectively that the Unions need to remain 
independent. They may well - indeed they must^ - exercise a 
gro-wing influence on management. The more influence they have, 
the more effectively they carry out their role; and an extension 
of this influence will, in practice, prove the most direct way of 
extending the democratic ‘right of workpeople to have a voice in 
the determination of their industrial destinies’. But the influence 
must be exerted from outside the managerial structure, and must 
not be allowed to destroy the Unions’ essential opposition free- 
dom. 

It is sometimes said that the opposition function is now un- 
necessary, in view of the large transfer of power which has 
occurred towards the wage-earners. This is an exaggerated view. 
A transfer of power has, it is true, occurred on a momentous 
scale. But this does not mean that management has lost aU power, 
and will automatically grant any wage-increase which seems 
reasonable, or at once submit, without the need for pressure, to 
other demands mentioned earlier in this chapter. Business 
executives (whether public or private) are certainly not ready to 
surrender all along the line, or settle conflicts automatically in 
favour of the workers. Even in a nationalised industry, where 
private profit is not at issue, management will stiffly resist wage 
claims in order to avoid the odium of a deficit or a price increase; 
on the railways, in particular, only the stubborn opposition of the 
Unions has kept wages at a socially tolerable level. 

The increased power of the Unions is not an argument for their 
‘joining the government’, and participating in management, for 
the basic reason that it depends in the last analysis on their doing 
no such thing.® This is because it rests finally on the threat of a 
withdrawal of labour, on the lesser threat of an awkward disturb- 
ance to production by (e.g.) a ban on piecework or overtime, and 
on the indirect but still powerful threat of vicarious pressure 
through the government of the day. None of these final sanctions 
cordd be easily apphed by a body enmeshed in, and committed to, 

1 V. next section. 

2 Which of course is why one should not press the political analogy too far. 
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the responsibilities of management; and tlie pow'er of the Unions 
would be gravely impaired if they ceased to be an external, 
independent force, freely able to choose their tactics, lUthout too 
many binding commitments. Thus the extent of their power, so 
far from requiring logically that they should ‘enter a coalition 
government’, demands on the contrar}'’ that they should not. 

Even in the more social-democratic climate of to-day, therefore, 
the divergence of interest and the need for an opposition remain. 
And of course this means that the practical and technical objec- 
tions to Union participation in management are overwhelming. 
It was these which underlay the conclusion of the T.U.C. 1944 
Report^ that Union officers appointed to Nationalised Boards 
should resign their Union posts in order to avoid an irreconcilable 
clash of loyalties - to Union members on the one hand, and the 
Board and the community on the other -under the strain of 
^vhich they ’ivould become both bad workers’ representatives and 
bad executives, with everyone w'orse off in consequence.® If there 
are to be \vorkers’ representatives on the Boards of industry, they 
should be chosen not by the Unions, but directly by the -workers 
in each firm.® 


\T The Case for High-level Industrial Democracy 

If we reject joint management, we are left so far with three 
minimum conditions for a reasonable distribution of po-\ver and 
status within industIy^^ First, a more equal distribution of non- 
pecuniar)’- privileges, and less social gap between staff and labour. 

Secondly, effecti^•e consultation at the point of production, 
both in order to diminish and equalise face-to-face po%ver, and 
because it is ob\iously just that the -worker should be consulted 
about matters -which determine his Avorking life and conditions. 
Tiiis ^vould improve contentment as -well as justice; but, as was 
pointed out in Section III, it is not something w'hich can be 

1 Interim Report on Post-War Reconstnielion. 

- Tlie classic example of such a clash of loyalties, and of the haimful effects svhich 
follow, is tlie Dock Labour Board. 

3 r. next chapter for a discussion of this possibiIit>’. 

-s I am ignoring, of course, all the wider influences discussed in Chapter I — con- 
ditions in the labour market, tlie Government’s labour policy, the psycholt^- of 
management, and so on; though these may have more effect on the dbtribution of 
industrial power than the internal factors discussed here. 
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imposed from above, but must come gradually -with a general 
rise in standards of enlightenment. 

Thirdly, the maximum Trade Union influence, though exer- 
cised from outside and hot inside, at the national level of the 
industry, so that ‘remote’ decisions are taken only after consulta- 
tion with the ivorkers’ representatives. In some industries ‘high- 
level democracy’ of this sort already exists to a hmited extent - 
in coal, for example, where the N.U.M. exerts a strong influence 
on the decisions of the Board, or in boots and shoes, or cotton 
textiles, where a high degree of co-operation prevails. 

But I beheve that an extension of this ‘high-level industrial 
democracy’, which in turn means a great enlargement of the 
range of Union interests, is one of the most important reforms 
now needed in British industry. I have already suggested certain 
respects in which the Unions should extend their interests - e.g. 
in the direction of greater attention to non-wage privileges, and a 
more ambitious perspective over wages and productivity. 

But these extensions still fall broadly uithin the scope of the 
traditional British collective bargain; and it is this scope itself 
which is, under contemporary conditions, too restricted. It cer- 
tainly could be widened, in the sense that the Unions have the 
power, after the changes described in Chapter I, to compel 
management to discuss a much larger range of subjects. And it is 
significantly wder in other comparable countries. Thus both the 
Swedish and American Unions take a much closer interest in, and 
wield much more influence over, questions of managerial effici- 
ency, the industry’s long-term development plan, the relation 
between wages and prices, the factors affecting productivity, the 
conditions under which automation shall be introduced, the size 
of the industry’s labour force, and generally the economic prob- 
lems and prospects facing their industry. 

There is a faint, but still very faint, trend in this direction in 
Britain; and certainly many top Union leaders privately hold both 
strong and enlightened views on all these subjects. But generally 
the Unions have contracted out of responsibilities other than the 
traditional one for wages and conditions; or, rather, they have 
not widened their interests and influence to a degree in any way 
commensurate with the increase in their economic power. And 
indeed they scarcely could take on these additional interests 
without considerable changes in their own internal organisation — 
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e.g. an increase in the number (and probably the salaries) of their 
full-time officials, a large expansion in their research staffs, and 
perhaps a new attitude to the employment of University gradu- 
ates. But if they were willing to accept this objective of ‘high- 
level industrial democracy’, the result would be a more significant 
transfer of economic power than any which could be accomp- 
lished by structmal or legislative reform. 

Of course they must stop, for the reasons set out in the previous 
section, at the point where they begin to lose their independence, 
or feel unable to press the workers’ claims wholeheartedly, or if 
they seem in danger of being saddled with more responsibility 
than power. But the ‘opposition’ argument need not, as the 
experience of other countries shows, exclude a strong constructive 
influence at the decision-making stage. This would certainly 
increase social justice, and might possibly, through the knowledge 
that ‘remote’ decisions were now taken only after consultation 
with the Unions, also diminish suspicion and resentment. 



XVII 


THE STRUCTURE OF PRIVATE INDUSTRY 

I The Functionless Shareholder 

T 1 H R E E further questions relating to status and power in 
industry remain to be considered. Would either social 
justice or contentment be improved first by a reform of 
company law: secondly, by an extension of profit-sharing: 
thirdly, by statutory dividend limitation? 

There are two schools of thought on the subject of company 
law. On the one hand, City writers defend the present legal 
position of shareholders, and indeed urge them to exercise their 
rights more vigorously. On the other hand, there are critics who, 
believing the existing law to be dangerously out of touch rvith 
reality, demand a major structural reform which will give legal 
expression to the rights of the workers and the community. I 
confess I feel rather neutral in this dispute, disagreeing rvholly 
with the first school on grounds of principle, but doubting whether 
a major change is worthwhile in practice, or indeed whether the 
legal issue really much matters. 

In principle I can see little to be said for the present law. It 
gives to shareholders, and to shareholders alone, the right to 
appoint directors, and to receive and approve the company’s 
accounts. This right they possess because they, and they alone, 
are legally ‘members’ of the company by virtue of owning shares. 
No legal responsibility exists towards the workers, the consumer, 
or the state ; and none of these has any legal rights. 

This seems a somewhat unreal position. It can hardly be denied 
that industry is in practice a joint enterprise in which manage- 
ment and workers partieipate as well as shareholders, and indeed 
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participate rather more actively; and the law, by investing the 
shareholders alone with legal rights, does not merely to 
reflect the reality — it turns it upside do\\m. As even a well- 
known Conservative statesman has written, ‘the human associa- 
tion which in fact produces and distributes wealth, the association 
of workmen, managers, technicians, and directors, is not an 
association recognised by law. The association which the law does 
recognise — the association of shareholder-creditors and directors - 
is incapable of production or distribution.’^ 

This legal position can hardly now be justified on grounds of 
principle. The doctrine of the ‘rights of property’ has, it is true, 
an old and honoured history in pohtical theory, going back, in its 
modem form, to Locke. And the Lockean doctrine of inalienable 
private rights was, in its contemporary setting, a progressive and 
even revolutionary philosophy. But political theories are not 
eternally valid; and this doctrine can hardly be held to forbid 
any change in the organisation of industry in the quite difierent 
circumstances of to-day. ^ 

When asking themselves M'hat rights private property ought to 
retain, when these conflict Avith other rights in society (such as 
the rights of labour, or the consumer, or the locality), most 
people would, I suppose, be influenced by two main considera- 
tions.® First, what function does private property fulfil to justify 
its rights? Secondly, how is the property distributed, and do aU 
citizens have an equal chance of acquiring it? 

A centmy ago, industrial property-o'wnership fulfilled a vital 
economic function, being directly associated -with active manage- 
ment. But to-day, over the bulk of industry, ownership and man- 
agement have become divorced in the manner sufficiently com- 
mented on elsewhere in this book. The owner, from being an 
active entrepreneur, has become the familiar passive shareholder, 
neither in fact controlling his firm, nor capable of doing so even 
if he wished, since effective government by shareholders is now a 

1 Lord Eustace Percy, The Unknown State (1944). 

2 Yet by some people it still is, in a crude and bowdlerised form; cf. the debate m 
the financial press during the take-over bid controversy of 1953-4, especially three 
relating to the Savoy and Worcester Building Company episode (e.g. The Economist, 
12 and 19 December 1953). 

3 We are not here concerned, of course, -with personal property, used by ® 

for his osvn comfort and enjo>’ment, but wth property in the sense of ownership ot 
the means of production. 
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physical impossibility. They are both too numerous — some indus- 
trial giants have over 100,000 on their register, and most public 
companies have over 2,000 - and too geographically scattered.^ 
Nor, of course, have they any desire to govern. The majority 
are ignorant of business — 40% of shareholders are women — and 
the remainder too busy witli their full-time jobs elsewhere. They 
hold shares because they want the income or capital appreciation, 
not because they want control. They spread their money between 
several different companies, instead of concentrating it as they 
would if they aspired to active management; and there is, more- 
over, a rapid turnover of shares in all large companies (much 
more rapid than the turnover of workers), instead of the stability 
of holdings which would denote a genuine and permanent con- 
cern with the fortunes of the firm. 

None of this is denied by the shareholders’ champions. The late 
Hargreaves Parkinson, the most notable of these, wrote that 
‘only a handful of shareholders attend annual meetings, or appoint 
voting delegates, and their function is mainly to be a rubber 
stamp for the decisions of the Directors. It must be admitted that, 
in the ordinary way, the stockholder is not an interested party, in 
the sense of one who takes an intelligent, even if discontinuous, 
interest in the company’s affairs. As a rule, he neither understands 
them nor makes any attempt to understand them. . . . To-day, 
there is only one bond of union between shareholders - a common 
desire to obtain as high a dividend as possible.’ ^ 

Even the shareholders themselves seem subconsciously to sense 
the decline in their economic function; and they have become 
Hstless and apathetic to all attempts to organise them for the 
defence of their ancient rights.® ‘The capitalist process, by sub- 
stituting a mere parcel of shares for the walls of and the machines 
in a factory, takes the life out of the idea of property. . . . The 
holder of the title loses the will to fight, economically, physically, 

^ Companies can of course be found in which a small group of large shareholders 
own a suflScient proportion of the total voting shares — tyhich may be only 20 ^ or 
30 % in view of the atomisation of the remainder — to give effective control if they 
wish to use it. But these are exceptional cases. 

® Ownership of Industry (Eyre and Spottiswoode, I95^)s PP* 

^ Perhaps they read too much of the great Marshall. The rights^ of property , as 
such, have not been venerated by those master minds who have built up economic 
science; but the authority of the science has been wongly assumed by sonie who 
have pushed the claims of vested rights to extreme and anU-social uses. (Ai re 
Marshall, Principles of Economics, Macmillan, 5 th ed., i907> P* 4°*) 
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politically, for “his” factory and his control over it, to die if 
necessary on its steps. . . . Dematerialized, defonctionalized, and 
absentee ownership does not impress and call forth moral allegi- 
ance. Eventually there will be nobody left who really cares to stand 
up for it - nobody within and nobody without the precincts of the 
big concerns.’^ 

Matters have not moved quite as far as this in Britain - yet. 
But the decline in the will to fight and the self-confidence of the 
share-owning class is very visible. The nationalisation measures of 
^945~5i vdth scarcely more opposition than measures to 
limit the employment of children lOO years ago; and the political 
inertia of shareholders was the cause of bitter lamentation amongst 
their self-appointed champions. Later proposals (e.g. for nation- 
alising steel and chemicals) of course aroused more opposition; 
but even then it was not only much less violent than might have 
been expected, but came wholly from management, with share- 
holders playing no part at all. Characteristically, the one tearing, 
vehement (and very successful) public campaign against a 
nationalisation proposal came from an individual and a firm both 
(exceptionally amongst large public companies) largely entre- 
preneurial in character - the late Lord Lyle, and Tate and 
Lyle. 2 But generally the attempts to arouse a fighting spirit 
amongst shareholders were a dismal failure, almost as though they 
had as little faith as their opponents in the validity of their 
claims, ® 

There has, it is true, been a certain revival of shareholder 
activity since 1951, expressed in take-over bids and the formation 
of stockholders’ associations. But what is surprising is not how 
many, but how few, such efforts were made; for circumstances 
were exceptionally propitious. A prior period of dividend limita- 
tion, a marked gap between asset values and share values, heavy 
taxation of income but none of capital gains, a Conservative 
government, vociferous support from all the City Press, and 

^Joseph A. Schumpeter, Capitalism, Socialism, and Democraty (Allen and Unwin, 
I943)» P- 142- 

2 Tate and Lyle at one time had six Tates among the 20 largest shareholders, 
holding between them 27% of all voting shares and six directorships, and three Lyles 
holding behveen them 15% of all voting shares and two directorships. 

3 They remained, for instance, as immoved by Hargreaves Parkinson’s stirring 
cry - ‘The remedy is in his hands. Let him unite. He has everything to lose.’ (op. cit., 
p. 104) — as by the efforts of the Financial Times in April 1949 organise a Share- 
holders’ Defence League. 
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undoubtedly a good deal of managerial flaccidity after 15 years 
of an inflated sellers’ market -one would have expected, in a 
situation of this sort, much more shareholder activity than in fact 
occurred. As another shareholders’ champion, surveying the take- 
over bid years, and lamenting the continued passivity of share- 
holders as ‘Capitalism’s Trojan Horse’, wrote sadly at the end of 
the period: ‘Progress has been made, but I should not be inchned 
to say that the overall record was an inspiring one.’^ 

But the doctrine of shareholder control, although clearly now 
untenable by reference to an active entrepreneurial function, 
might still be justified by reference to the risks involved in 
investment. 

In the days before Hmited liability, these risks were indeed 
tremendous - they were risks of total bankruptcy.® But to-day 
they are very much less. The investor risks only that sum which he 
invests in the company concerned; and almost aU investors 
minimise their risk by spreading their shareholdings between 
several different firms. Even if they did not, the risk, so far as 
most public companies are concerned, would not be great. There 
appears to be a declining long-run trend in the number of bank- 
ruptcies ; and few large companies to-day can be considered really 
risky in the sense that shareholders may lose their whole invest- 
ment. A high proportion have some element of monopoly pro- 
tection in their market situation, a still higher proportion spread 
their own risks by multi-line production, and full employment 
and inflation constitute a further strong protection in the back- 
ground. 

There remains, of course, a risk of capital depreciation (though 
much less now than formerly) - but so there does with gilt-edged 

r Candidus in Investors’ Chronicle, ig November 1955. 

2 Their most famous victim was Sir Walter Scott. Scott knew himself to be a mine 
of wealth as a writer; he also had very expensive tastes. He was determined that he, 
and not his publisher, should be the main gainer from his talent, and, sanguine by 
nature but innocent in financial matters, he took the risk of putting large sums of 
money first into the firm of Ballantyne Brothers - of whom the one appears to have 
been a trickster, the other an ineffective and melancholy epicure, but both equally 
extravagant — and later into Constable (described by the young Disraeli as an ‘osten- 
tatious braggart’). 

Eventually Constable went bankrupt, and Scott found himself liable for £40,000- 
a far larger sum than he had ever put into the business. By the time he died seven 
years later, he had succeeded, by a sustained and almost frenzied effort of writing, 
in paying off 1 6i. in the pound. 

It is ironical, in the light of this experience, that he bitterly attacked the early 
experiments in joint-stock organisation as ‘madness’ and ‘the extremity of folly. 

(a. Sir Herbert Grierson, Sir Walter Scott, Bart., Constable, 1938.) 
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Stock, which can fall rapidly in value if the rate of interests rises; 
yet no one suggests that bondholders should therefore have legal 
control over monetary policy. Similarly there is a risk of loss of 
income (though again much less than formerly), which justifies a 
claim to an income large enough to compensate the risk. But the 
risk of permanent loss of capital is negligible. Indeed in terms of 
risk the worker would seem to have at least as strong a case for 
legal control. Unlike the shareholder, he cannot spread his risk 
between different companies. If the firm in which he works goes 
bankrupt, or lays him off, he faces the prospect (even under full 
employment) of an involuntar}’’ change of work and employer, 
perhaps at lov^er wages and in worse conditions; while if he lives 
in a town dominated by a single huge concern, he may face either 
prolonged unemployment, or a domestic upheaval as he and his 
family are forced to move to a new and unfamiliar home. In the 
light of this, it seems rather impertinent, unless it is meant to be 
jocose, to press shareholders’ rights to sole control on grounds of 
risk. 

The decline in risk is again fully admitted by the shareholders’ 
spokesmen. ‘The risk that a sound company . . . will lose its 
earning power completely is negligible. Investors can, and do, 
largely disregard it. . . . Ordinary [shares] have a dynamic 
quality which, over a period of years, is usually expressed in a 
higher dividend and increasing market value. The “risk” on a 
really good ordinary share, therefore, is on balance a positive 
risk.’^ Indeed such wndters not only admit the decline in risk, 
but make it the basis of their contention that the ordinary share is 
now a suitable vehicle for those small savings which Avill gradually 
convert us into a ‘property-o^vning democracy’. They cannot 
have it both ways. Either the risk is stiU considerable, in which 
case it becomes a cruel deception to urge the poor man to invest 
his exiguous savings in ordinary shares. Or the risk is negligible, 
in which case small savings may very properly be urged into 
industrial equities, but the claim to control on groxmds of risk is 
unconvincing. Clearly the latter is in fact the case. 

There is therefore nothing to-day in the nature of investment or 
the function of the capital market ^vhich gives the investor any 
natural ‘right’ to sole legal control. Investment entails no social 
responsibility, and should carry no additional social rights beyond 
1 Parkinson, op. cit., pp. 26-7. 

356 



THE STRUCTURE OF PRIVATE INDUSTRY 

those, shared wth all citizens, of protection against theft or con- 
fiscation. All it entails is an economic risk; all it is entitled to is an 
economic reward commensurate with that risk; 


n The Proposal for Government Directors 

But the question is; is it worth a major change in company 
law in order to alter the present position? This depends on the 
comphcations involved, and on the real benefits (as opposed 
simply to the gain in logic) which are to be anticipated. I have 
doubts on both these points after examining the proposals of the 
three main protagonists of reform - Mr. Drucker,^ Mr. Goyder,^ 
and Mr. Albu.® These writers deserve exceptional credit for their 
pioneering efforts to find a more logical industrial structure. Yet I 
doubt if the results of reform would be worth the effort. 

The roost common proposals are that first the government, and f 
secondly the workers, should have the right to representation on 1 
the boards of companies.^ On the first point, the Board of Trade 
is to be entitled by law to one share in every public company, 
carrying with it the right to nominate directors if the Minister 
so desires. Thus wU public responsibility be ensured, and effective 
control provided over the whole economy. 

But what is wrong with large publie companies to-day, after 
the changes described in Chapter I, is not a lack of ‘public 
responsibility’, in the sense of a neglect of the wishes of the 
Government. Such companies, in frequent touch with government 
departments, are normally attentive to government policy (that 
is, if there is one), and try consciously to act in the public interest. 
And if they do not, there are more effective ways of ensuring 
comphance than the despatch of one or two strange directors, who, 
after a short dose of the firing-line, would no doubt long for the 
role of embusque Cuthbert in Whitehall. 

But general responsibility apart, it is argued that government 
directors are needed to ensure a more effective planning control 
over industry. There appears to be a confusion here as to the 

1 The New Society (Heinemaim, 1951). 

2 The Future of Private Enterprise (Blackwell, 1951)- 

3 ‘The Organisation of Industry’, in New Fabian Essays. 

* In fact Mr. Goyder, although he does not want government directors, proposes 
an immensely elaborate new legal structure — so elaborate as to be quite impracticable. 
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nature of modem governmental planning. Except imder con- 
ditions of vnld inflationj it is not detailed planning dovn to the 
level of the individual firm that is required, but a much broader 
influence operating on whole industries, and often groups of 
industries.^ And if imder special circumstances firm-by-firm plan- 
ning is called for, then physical controls are a better method than 
government directors. They are more flexible, and can be either 
imposed or taken off as required, and more efficient in that polic}^ 
can be directed and co-ordinated at the centre, instead of relying 
for its execution on some hundreds of indi\dduals scattered over 
the coimtr)c 

The practical difficulties, moreover, are formidable. There is 
the familiar objection that government nominees on a private 
board must either ‘go native’ or remain suspect, and in neither 
case will do their duty properly. Similarly they must, udienever 
a dispute over policy occurs, either have recourse to their power 
of veto, or be content to be out-voted; efficiency of management 
uill suffer in the first case, and the whole point of the scheme be 
lost in the second. And where are these hundreds of directors to 
be recruited? We already face a serious shortage of men who, 
combining proved business ability isith progressive view's, w'ould 
make cheerful and effective nominees of a Labour hlinister. This 
shortage bedeiols labour relations in the existing public sector,- 
and makes it exceedingly hard for a Labour Government to man 
a -whole host of public bodies. It wall be further aggravated by 
the extension, discussed in a later chapter,^ of competitive public 
enterprise, ^s'hich will call for men with precisely these qualifica- 
tions. It Avould not be sensible to w'aste such scarce talent on an 
objective which can be much better achieved by other means. 

Lastly, the proposal w'ould arouse the maximmn of political 
heat for the minimum of effective result. The Government w'ould 
be portrayed as taking sweeping powers over the w'hole of indus- 
tr)'^, and for a completely imspecified purpose. Management as 
w'ell as shareholders 'svould everywhere be up in arms. And indeed 
there is substance in the contention that the State’s relations with 
its citizens should be regulated by the law', so that everyone know’s 
'is'here he stands, and w'hat beha-viour is reprehensible and what is 
not, and not by a system of Government agents -ivith no fixed terms 
of reference, and hence ine\itably arbitrar)' in their decisions. 

1 V. Chapter XXIV. 2 j,. chapter XXin. 
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HI The Proposal for Worker-Directors 

We are then left with the proposals relating to the legal posi- 
tion of the workers. First, it is suggested that the workers in a 
firm should become, if they so choose (and after a minimum 
length of service), legal members of the company, with the same 
rights as shareholders to receive financial information, and wth 
some fixed proportion of total voting rights at annual general 
meetings. This could be achieved by the issue of a special class 
of non-interest bearing shares, as suggested by Mr. Goyder. 
Secondly, the workers should have the right to elect a propor- 
tion of the Board. It is not, of course, proposed that they should 
elect the entire Board - the objective is not to estabhsh com- 
plete workers’ control — but simply that they should be repre- 
sented. Exactly what number would be a matter for debate. The 
German Mitbestimmmg Law gives one-third of the seats to the 
employees’ representatives; Mr. Goyder suggests that workers 
and shareholders should each elect two-fifths, and the manage- 
ment one-fifth. The employee-directors are not, for the reasons 
set out in the previous chapter, to be chosen by the Unions. In 
a single-plant concern they might be elected by the entire body 
of workers, and in the large multi-plant company by the workers’ 
representatives on the joint consultative body. 

The workers’ moral (and logical) claim to such representation 
is, I believe, incontrovertible. The trouble is first that they seem 
to have little detire to exercise it, and secondly that such a reform, 
besides being subject to severe practical difficulties, cannot be 
guaranteed to produce any real benefit. 

On the first point, the Trade Unions would be indifferent, if 
not actually hostile, to the change. They fear the creation of a 
parallel hierarchy of workers’ representatives, neither chosen by 
nor responsible to themselves, possible rivals for the loyalty of 
their members, and dangerously likely to interfere in the proper 
Union function of negotiation. These fears may or may not be 
irrational, but they exist; and it is not easy to press a reform on 
behalf of the workers which their chosen leaders show no sign of 
wanting. Nor is there any sign that the rank-and-file much want 
the change. Most of them probably prefer to be left in peace, 
and not to take on added responsibilities ; and even amongst the 
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militant minority this is not an issue which is debated at Trade 
Union or Labour Party meetings, or stirs much interest. 

The techmcal difficulties are manifest enough: the shortage of 
potential worker-directors of the right calibre — men combining 
a strong personality, some financial and technical knowledge, and 
ability in committee work: the danger of divided counsels on the 
Board and a consequent loss of entrepreneurial initiative: the 
ambivalent relationship of the worker-directors to the Unions, 
especially when wages come to be discussed : the risk that a large 
number of Communists may be elected, bent solely on disrup- 
tion : and so on. These points are sufficiently familiar. 

The economic effects are harder to assess, since one scarcely 
knows how the scheme would work in detail in companies of 
different size and structure (though it is only intended to apply 
to public companies). There are two issues: the effect on man- 
agerial efhciency, and on the supply of capital. The first Avonld 
depend simply on the quality of the worker-directors, and the 
way in which they interpreted their duties on the Board -that 
is, how much weight they gave to efficiency and enterprise as 
opposed to representing the short-term claims and grievances of 
their constituents. The outcome is merely a matter of guess^vork. 
But in the light of the fact that many critics are already con- 
cerned at the calibre of British top management, that this is a 
sphere in which unity and freedom of action are particularly 
essential, and that the qualities most likely to %vin votes are not 
necessarily those ^vhich make an efficient director, one can hardly 
be sure that no loss of efficiency ^vill ensue. 

The effects on the supply of equity capital can no doubt be 
exaggerated. I argue in Chapter XX that the role of the share- 
holder as a source of new capital is consistently over-rated; and 
this book makes several proposals for limiting his net rewards - 
notably a tax on capital gains and measures to restrain dividend 
payments. But so long as we retain a large private sector, there 
is of course a limit to the risks which we can take with the supply 
of equity capital. For reasons set out in Chapter XX, I do not 
believe that we have yet reached this limit so far as taxation, or 
indeed any known and definite method of limiting dividends, is 
concerned. But we should exert a much more adverse influence 
on the supply of ne^v capital by causing complete uncertainty, 
such as these changes would create, than by any definite measures 
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of taxation or dividend limitation. Investors would never know 
what policy a Board so constituted, and with a membership pos- 
sibly changing every year, was likely to pursue; and while this 
might not always matter with established public companies, it 
could make it almost impossible for a private company ever to 
sell itself to the public - no one would know what to expect in 
the way of distribution policy, when the composition of the Board 
was due to change as soon as the company ceased to be private. 
And since this disturbance to the supply of new capital is wholly 
unnecessary in order to ensure a low dividend ratio, this being 
easily enforceable by taxation,^ it surely constitutes some argu- 
ment against the change. 

Probably none of these difficulties is insoluble; and they might 
be worth enduring if a definite gain, either in contentment or 
social justice, was Hkely to result. But this seems rather doubtful. 

If the diagnosis of the previous chapter is accepted, there is 
little reason to expect a gain in contentment or industrial morale. 
These seem to depend on the quality of local management and 
supervision, the degree of effective consultation at the point of 
production, the nature of the wage-bargain, and wider con- 
siderations of social equality. None of these will be much affected 
by the presence of a minority of worker-directors on the central 
Board of large public companies ; and the instinctive indifference 
of the workers to the suggested change is thus perhaps well justi- 
fied. Indeed the election of worker-directors might easily become 
a source of resentment of its own. If they seem to act in the long- 
term interests of the firm at the expense of the short-term de- 
mands of their constituents, they will quickly be accused of 
having ‘gone over to the other side’ ; and the first time they are 
known to have supported the management on a wage-claim (or 
the first time one of their wives is observed driving round in a 
company hmousine), the most violent recriminations will break 
out. It is much better that resentment shoiild be directed at the 
existing management; Quishng accusations always create the 
deepest bitterness of all. 

Will justice be improved? That is, will economic power be- 
come more equally diffused, and in some measure pass from the 
hands of shareholders or management into those of the workers, 
the State, or the consumer? If we recall the determinants of 
1 V. Chapter XX, Section III. 
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economic power discussed in Chapter I, we shall not expect this 
to occur simply as a result of changing company law. Such power 
now scarcely depends at all on the legal structure of the firm. 
The shareholders, who retain the sole nominal power, have little 
real power; and the real power of the other parties in no ^vay 
depends on their being represented on the Board. The State can 
exercise what power it chooses through taxation, or physical con- 
trols, or legislation. The power of the Unions depends on condi- 
tions in the labour market, , their external influence on the firm 
or the industry, and the labour policy of the government. The 
power of the indi\ddual worker again depends partly on the 
emplo}Tnent situation, and partly on the degree of consultation 
at the point of production. And the power of the consumer de- 
pends simply on the degree of monopoly and the extent of 
inflation. None of these would be in any -way increased by a 
change in company la^v. 

It is easy to become bemused %vith constitution-making and 
legal formulae. But if "we stick to the real object, Avhich is a cer- 
tain distribution of effective power, we see that a change in the 
law, logical though it might be, -would make no difference to 
the underlying reality. Despite the existing la^v, the shareholders 
have little po'iver, and the government and the Unions have 
much. It is therefore surely not worth so elaborate a reform, 
^vith all its intricate complications, if the result is to be no serious 
gain either in contentment or in social justice. 


rv Profit-sharing 

Is profit-sharing perhaps a compromise solution?^ After an 
unhappy history in the inter- war period, this has recently attracted 
a marked re-vival of interest. Certainly the atmosphere is more 
propitious than it -was before the war. The lead is being taken 
by the more progressive managements; and profit-sharing is no 
longer associated, as it often used to be, -with bad personnel rela- 
tions. The greater stability of profits under fiiU employment 

1 By this is meant any scheme under which a company’s annual surplus, after pn°f 
claims and charges have been met, is dhdded on stated terms betiveen shareholders 
and employees, the payment to the latter taking the form either of cash, or shares, 
or pa-jments into a fund (e.g. a pensions fimd, or svorkers’ share bank). 
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reduces the risk of collapse through insolvency; while the post-war 
schemes are more imaginatively framed than their predecessors, 
and the possible benefits somewhat larger. Since, in addition, 
Trade Union strength is now such that no firm could possibly 
hope to use profit-sharing as a means of cutting wages or weaken- 
ing Union loyalties, the pre-war hostility of the Unions has largely 
disappeared; and some of the recent schemes have even been 
worked out with their co-operation. 

What attitude, then, should the Labour Party adopt towards 
profit-sharing? The Conservatives seem suddenly to have dis- 
covered it as the new panacea for all our industrial troubles; 
and some sociaHsts have reacted, by an instinctive reflex action, 
with an equal degree of suspicion. In practice, neither great 
enthusiasm nor deep suspicion seem justified. 

Profit-sharing might serve one of three useful purposes. First, 
it may have some influence on the distribution of wealth, by 
guiding a larger share of profits than otherwise towards the 
worker, and a smaller share towards the stockholder. This influ- 
ence is in practice small, partly because the amounts paid out 
under most existing schemes are, as a proportion of total profits, 
quite derisory; and partly because the worker’s share in rising 
productivity depends far more on the skill of the Trade Unions 
in negotiating piece-rates, production bonuses, and wage increases. 

Nevertheless, the influence, such as it is, is in the right direc- 
tion; and there is no point in being haughty about gains which 
come -without our ha-ving to lift a finger. From this point of view 
it makes no difference what form the profit-distribution takes; 
and a collective production bonus has the same effect as a more 
elaborate scheme. 

Secondly, profit-sharing might be regarded as an alternative 
method of achieving the object of the Albu-Goyder reforms, 
namely to raise the legal status of the worker relative to that of 
the shareholder. This would be achieved if the distribution took 
the form of voting shares, and if these were issued in amounts 
which were significant in relation to the total outstanding voting 
capital. (Neither of these is true of most existing schemes.)^ 
Those workers who chose to keep their shares would then auto- 
matically become members of the company, and gain the same 


r Of course, the only true profit-sharing (and co-partnership) 
the Co-operative Movement. 
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voting and elective rights as the existing shareholders, ^vithout 
the need for a complex change in company law. 

This is a possible line of advance. The present schemes, pre- 
tentious as most of them are, have at- least inserted the thin end 
of the wedge. This could be driven in further by a Labour 
Government. It is of course out of the question to impose a single 
uniform scheme on the whole of industry, laying do^vn some uni- 
versal ratio of profit-distribution. But the Government could both 
make it clear, through ParHament and the joint advisory councils, 
that it favoured effective schemes, of whatever exact nature, for 
the wder diffusion of voting shares amongst the workers,^ and that 
its attitude to firms and industries would be influenced by their 
response to this appeal: and possibly also, as Mr. Gaitskell^ and 
others have suggested, consider legislation compelling the dis- 
tribution of some fraction of any bonus issue either direct to the 
workers, or to a trustee or eleemosynary fund. 

It would certainly be logical that the workers, or their repre- 
sentatives, should thus acquire some legal rights in the company. 
But no sensational results are to be anticipated from this; for, 
as was pointed out above, the wage-earners seem as reluctant to 
accept these rights, as managements often are to accord them. 

But thirdly, and in practice most important, profit-sharing 
may under certain circumstances increase industrial contentment. 
It will not, of course, induce a greater physical effort on the part 
of the worker - save in a very small concern, the fink between 
the individual’s effort at the margin and the company’s total 
profits is remote to the point of being non-existent; and even if 
it were not, the infrequency of the profit-distribution would make 
it seem so. 

But it might conceivably improve industrial relations by re- 
moving, or weakening, the suspicion that wages are not gaining 
their fair share of higher productivity. In view of the prevalence 
of such suspicions, to which the last chapter drew attention, this 
might seem a serious argument in favour of profit-sharing. And 
there is some evidence that companies operating such schemes 
have better-than-average labour relations, and indirect support- 
ing evidence in the fact that those firms with the most progressive 

1 Though allo^ving companies reasonable latitude — enough to ensure, for example, 
that the result is not simply a decline in company saving; tve do not tvant a direct 
transfer from tmdistributed proSts to workers’ consumption. 

8 At the 1951 T.U.C. Conference. 
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personnel policies in the past are now in the van of the profit- 
sharing movement. Nevertheless, elaborate schemes of the sort 
now becoming popular will certainly not work any miracles. 
Those firms which introduce them usually enjoy good labour 
relations anyv'ay, so that they are less the cause than the effect of 
good relations. And in firms where relations are bad already, 
and no confidence between management and men exists, an 
elaborate scheme viU not make matters any better, and may 
easily make them worse by introducing a new source of suspicion 
and misunderstanding. It can therefore only be a supplementary 
aid, useful if superimposed on a situation already basically 
healthy. 

But if we forget elaborate profit-sharing devices, it remains 
true that any direct link between total wage-payments and the 
performance of the firm, provided that it is simple enough to be 
clearly understood, and that the amounts involved are signifi- 
cantly large, can often help to eradicate suspicion about the 
distribution of increased output. Some British firms already 
achieve this result by a collective production bonus; and in the 
U.S., and increasingly in France, the Trade Unions (though 
admittedly bargaining on a plant level, which makes things 
easier) often establish a link between basic wage-rates and future 
increases in productivity. If we were considering legislation, a 
legal sanction for some such link would be preferable to the 
imposition of a more complicated structural reform; though even 
here general legislation would be rendered exceedingly difficult 
by the heterogeneity of the private industrial sector. Trade Union 
action would be more effective. While mildly welcoming, there- 
fore, the spread of profit-sharing, I should much prefer the 
Unions to develop a more ambitiotzs attitude to the wage- 
bargain, so that wages not only in fact obtained, but were clearly 
seen and known to obtain, a generous share of the benefits of 
rising productivity. 


V The Shareholder’s Claim to the Surplus 

The last point to be considered is the public supertdsion, at 
the national level, of profit and dividend policy. This is required 
for reasons not primarily connected vdth economic control, but 
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in order to prevent the incomes of shareholders from being too 
large relative to other incomes. 

The moral case for Hmiting the re^vard of shareholders is based 
directly on the egalitarian arguments presented in Chapter IX. 
It is true that dividends have gone up by less than other incomes 
since before the war -though by more since 1953. But from a 
socialist standpoint the case for reducing their share in the total 
is irresistible. Private propert}', besides being to a significant 
extent mherited, is still most unequally distributed,^ and share- 
holdings more unequally even than total private propert3% 

The Oxford Savings Survey shows that only 5-7% of famihes 
hold any stocks and shares, and that even ^^nthin this small 
number o^\mership is heavily concentrated - for example, the 
0*1% rath the largest holdings account for almost 20% of the 
total. 2 This largely confirms the weU-kno'vra previous findings 
that the total number of shareholders %\"as some il millions, i.e. 
3% of the total population and 5J% of single adults and married 
couples: that the average holding even in 1941 (since when 
prices have risen greatly) -was ;^8oo in market value: that most 
investors held shares in more than one company: and that the 
large shareholder hea^aly outweighed the small - 70% of share- 
holdings accounted for only 13% of total nominal capital, -w’here- 
as 0-25% of holdings, each of over ^^10,000 in nominal value 
in 1941, accoxmted for one-third of the total value of ordinar)’^ 
shares.® For comparison, one-third of famihes in Britain ovm no 
net capital assets, and more than one-half O'wti less than ^ 100 .^ 

It is sometimes said that dividends aU come back to the ^vorker 
in the end, since they largely accrue to pension and insurance 
funds of •which he is the ultimate beneficiar)". This is not the 
case. Even if "sve assume that aU institutional investments are 
ultimately redistributive in this sense (which of course they are 
not), they still account for only 10-20% of aU quoted ordinarv’’ 
capital.® 

1 V. Chapter XTV^ Section I. 

- T. P. Hill, Bull. Inst. Stat., May 1955, p. 151. Death-duty statistics also confirm 
the high degree of concentration. 

^Financial Times, 2 March 1949, and Hargreaves Parkinson, op. cit. 

^ Hill, loc. cit. 

s Of total interest and di\'idends paid by companies, only 10% is receh-ed ITe 
assurance fimds, charitable organisations, and similar bodies: 40% is received by 
surtax payers. {Hansard, 21 October 1952, Col. 844.) 
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These figures are also the answer to another argument, namely 
that to depress the income, or diminish the rights, of shareholders, 
is to deny the concept of a property-owning democracy w'hich is 
at once the basis of company law and an important social objec- 
tive.’- If w'e had a property-o\vning democracy, no doubt one’s 
attitude would be quite different; something is said on this in 
Chapter XXIII. But the fact is that we have not; and for the 
present we must take the facts as they are. 

Conservatives sometimes argue that dividends ought at least 
to rise in line with capital employed.^ But, as is often pointed out, 
since in a progressive economy capital employed (as so defined) 
may be expected to rise faster than the national income, this 
would mean a continuous transfer from the rest of the com- 
munity to shareholders. This caimot be considered acceptable. 

In any case, the moral basis of the claim is liighly dubious. 
Naturally if the additional capital comes from a new issue of 
paid-up share capital, the subscribers are entitled to a dividend 
income commensurate with the risks involved. But where it 
comes from ploughing-back, it is not clear that the shareholders’ 
claim is justified. 

It is argued that these reserves are the result of past abstinence; 
they represent monies which, had the shareholders been more 
grasping, might have been drawn out of the business year by 
year in higher dividends, but which instead have been ploughed 
back; and for this restraint a monetary reward is justified. Soci- 
alists have been rather impatient wth claims to large property- 
incomes based on theories of abstinence ever since Nassau Senior, 
first proclaiming in 1836 that abstinence ■was an instrument of 
production, was attacked by Marx in one of his most acid pass- 
ages. ‘An imparalleled sample this, of the discoveries of -vulgar 
economy! It substitutes for an economic category a sycophantic 
phrase - voild tout. ... All the conditions for carrjdng on the 
labour process are suddenly converted into so many acts of 
abstinence on the part of the capitalist. If the com is not all 
eaten, but part of it also sowm - abstinence of the capitalist. If 
the wine gets time to mature - abstinence of the capitalist. The 
capitalist robs his own self whenever he uses [the instmment of 
production] . . . instead of eating them up, steam-engines, cotton, 

icf. The Economist, 12 December 1953. 

- Defined as subscribed share capital, and capital and revenue reserves. 
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railways, manure, horses, and all; or, as the vulgar economist 
childishly puts it, instead of dissipating “their value” in luxuries 
and other articles of consumption. How the capitalists as a class 
are to perform that feat is a secret that vulgar economy has 
hitherto obstinately refused to divulge. Enough that the world 
still jogs on, solely through the self-chastisement of this modem 
penitent of Vishnu, the capitalist.’^ 

Ignoring the rather unreal picture cory’ured up by the word 
‘abstinence’, with its suggestion of painful sacrifices borne wth 
stoic fortitude, in what sense can one say that a growth in com- 
pany reserves, as a matter of justice, or even of economics, pro- 
perly ‘belongs’ to the shareholders ? Suppose the expansion to be 
due to greater efficiency. It would, presumably, then be argued 
that this was made possible only by the more eflfective utilisation 
of the shareholders’ property in the shape of the existing capital 
assets. But it is notoriously hard to impute a rise- in output to 
any one factor of production. It might just as reasonably be said 
to be due to the efforts of labour or management; and indeed 
Trade Unions often base wage claims on precisely this argument. 
There can never be any scientific grounds for saying that an 
increase in net profits (even the residual increase after higher 
earnings have perhaps been paid to wage-earners) derives from 
a higher productivity of capital, as opposed to a higher produc- 
tivity of labour or management. 

Alternatively, the extra profits might be due not to greater 
efficiency, but to higher unit sales following an expansion of 
demand, or higher unit profits consequent on inflation or an 
increase in the degree of monopoly. In this event none of the 
parties could lay claim to the surplus on grounds of extra effort 
or efficiency; and the strongest claimant might be thought to be 
the consumer. 

The truth is that there is little use in parading any of these 
arguments, since there exist no agreed criteria by which a growth 
in profits can be divided up amongst the contending parties. 
The only basis for the shareholders’ claim is the purely legal one 
that under present company law all current profits ‘belong’ to 
them; and if they abstain from drafting them out in one year, 
they are entitled to an income on them in future years. But thE 
legffi attribution of profits has no obvious moral or economic 

’ 1 Capital, pp. 608-9. 
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basis. Indeed the workers might equally well claim that they 
had abstained^ by their restraint in the matter of wages^ from 
appropriating the surplus in past years, and therefore deserved 
the same reward in future years. In the end, the proper division 
of the surplus depends simply on one’s view of the right distri- 
bution of total income. 


VI Methods of Dividend Limitation 

If control over dividend policy is required primarily in order 
to achieve such a distribution, and to remove from the hands of 
private management the power to decide the share of net divi- 
dends in total income, this can be easily enough effected by fiscal 
measures, both personal (e.g. a capital gains tax) and corporate. 
The latter raises the whole question of profits taxation and the 
supply of savings, and is discussed in detail in Chapter XX. But 
within limits the government has it within its power, by using 
different methods of taxation, to enforce any desired ratio of 
dividend distribution to total profits; and there is no need from 
this point of view to go outside the sphere of fiscal poHcy. 

But perhaps some statutory control is needed to improve 
industrial relations? There is no definite evidence that this is 
so. The persistence of industrial resentments appears to be due 
to our lingering social inequality, to the average calibre of British 
management, and to a suspicion, which is equally evident in 
nationalised industry, that wages are not obtaining a fair share 
of rising productivity. If, therefore, large dividend increases are 
in fact prevented by taxation policy, it is not clear that statutory 
limitation would make much difference. 

However, we cannot rule out the possibility that it might be 
desirable under certain circumstances^ — if a practicable scheme 
can be devised. This, unfortunately, is not easy. Mr. Albu, for 
example, proposes a permanent statutory limitation, varying for 
different types of company according to the degree of risk. But 
it would surely be beyond the compass of any group of men, 
however shrewd and prescient, to draw up a precise schematic 
picture of the ‘correct’ return on risk for every type of firm. 

e.g. as part of a national wages policy negotiated with the Trade Unions (r. 
Chapter XXI). 
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Even the Stock Exchange, mth the advantage of collective know- 
ledge, performs this task rather indifferently, and in any case is 
constantly revising its assessments in the light of changing cir- 
cumstances. The idea of a mathematical hierarchy of risk factors, 
worked out by Treasury officials with shde-rules, presupposes a 
degree of omniscience which could only be even approached in 
an economy -with no consumer’s choice, no competition withiu 
industry, and no export fluctuations. 

The simplest answer, naturally, would be a statutory Hmitation 
of dividends at their existing rates, in the hope that these already 
sufficiently reflected variations in risk. But this would penalise 
companies which in preceding years had pursued a conservative 
dividend pohcy, as compared Avith those which had been generous, 
and even immodest, in their distributions; this ^vould be particu- 
larly resented if the previous restraint had been at the request 
of the Government, so that companies earned a forfeit for loyalty 
and a reward for disloyalty^ It would be crudely indiscriminate 
bet^veen efficient and inefficient, expanding and static, firms, 
denying any prize for growth or better performance. And as 
profits expanded, share values would begin to lose touch alto- 
gether wth asset values, and dirfdend fields ^vith earnings yields. 
The consequence would be not merely a marked distortion be- 
t%veen the values of different shares, due to varying rates of 
increase in profits, but a general under-valuation of shares rela- 
tive either to earnings or asset values. No doubt the ill efiects of 
this are often exaggerated. But if the disparity becomes com- 
plete, the result must be strong pressme on companies by exist- 
ing shareholders never to raise new equity capital, and a spate 
of take-over bids and an explosive Stock Exchange boom each 
time the Conservatives come back to po^ver. 

The only possible solution in practice ^vould be to alloAV an 
increase in dividends in a certain ratio to the increase in profits. 
This would at least be reasonably flexible. Not only could the 
permitted ratio be altered if economic events required; but firms 
would fare differently according to their cmrent earmngs per- 
formance. Those that sho^ved the largest increase in profits could 
raise their dividends the most, and conversely. Thus expansion 
would be re^varded; and those companies which, by virtue of 
their expansion, were the most likely to need more capital from 
the market would be the most favourably placed for obtaining 
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it.i At the same time share values would not become completely 
divorced from asset values, nor dividend yields from eaminK 
yields. 

But even this, although probably a workable and not wholly 
damaging scheme, would create problems for certain types of 
company - for example, the company which traditionally distri- 
butes a high proportion of its earnings, which shows a rising 
trend of profits, and yet has no need or desire to finance a large 
expansion of capacity; or the raw material-producing company 
operating overseas, subject to an exceptional degree of risk, often 
operating wasting assets, and traditionally distributing almost to 
the limit of its (sharply fluctuating) profits. These difficulties are 
probably not insoluble; but they would add both to the com- 
plexity of the scheme, and to the disturbance %vhich it ivould 
create. 

It is therefore clearly preferable to keep statutory limitation as 
a weapon of last resort, and to rely, unless the arguments for legis- 
lation seem ovenvhelming (and in terms of labour relations they 
are not), on measures of taxation. 

But there is another influence to ^vhich too little attention is 
paid. It is sometimes thought that dividend and profit policy are 
inexorably determined by economic facts, or by the particular 
organisation of industry: that given private ownership, a com- 
petitive economy, and the pre-eminence of financial incentives, a 
particular (in this case generous) dividend policy is an absolute 
condition of efficiency and a rapid rate of growth. 

There is not much evidence for this view in practice. On the 
contrary, attitudes to profits and dividends even in a privately- 
o^vned economy appear to be, partly at least, culturally and 
historically determined. What management thinks it normal and 
proper to pay out, and shareholders to receive, depends %vithin 
very wide limits on the tradition, the social character, the balance 
of class power, and the general moral climate of the country 
concerned. Britain, the U.S., Germany and Sweden, all operate 
largely privately-owned and ‘free-enterprise’ economies. Yet the 
importance of the shareholder, the role of the capital market, and 
the attitude towards dividends, vary significantly between these 
four countries. 

1 A new issue of paid-up share-capital (as opposed to free or scrip issues) ivould 
of course entitle a company to raise its dividend disbursements pro rata. 
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And these attitudes can change quite rapidly through time. 
In Britain, for example, they are quite different to-day from what 
they were in the 1948-50 era of Crippsian restraint; and the 
expectations of shareholders are significantly greater. It is not 
unlikely that they could change again. A gradual advance towards 
a more social-democratic society, and a further growth in the 
power of both management and workers relative to shareholders, 
might weU, even with no change in the law or the pattern of 
ownership, diminish the expectations of capital-ovners, and 
induce that culturally-determined moderation in dividend policy 
winch now characterises social-democratic Sweden. 

Indeed the whole discussion of this chapter and the last has 
served to emphasise the importance of wder social influences. 
A more equal distribution of industrial power seldom requires, or 
indeed can be obtained by, legislative change. It requires as an 
absolute condition the maintenance of fifll employment and a 
favourable political climate. Beyond this it depends much less on 
action taken in Whitehall, than on a change in the attitudes of 
both labour and management. The former is at least as important 
as the latter, and presumably more under the influence of a 
socialist party. The attainment of this part of the egalitarian goal 
is therefore largely in the hands of the Trade Unions. If they press 
successfully - and they largely have the poAver to do so - for the 
equalisation of non-wage privileges, the spread of effective con- 
sxfltation, and ‘high-level democracy’ at the national and industry 
level, they can help to create a social-democratic atmosphere in 
industry which -wall parallel and reinforce the other egalitarian 
changes suggested in this book. 
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XVIII 


HOW MUCH DO ECONOMICS MATTER? 

I The Arguments for Rapid Growth 

I N considering what economic policy a Labour Government 
should pursue, the first thing to decide is how much weight to 
attach to economic efficiency and a rapid rate of growth of 
output. 

One can imagine a society in which the problem of production 
might reasonably be treated as secondary, either because the 
standard of living was already so high that people did not fret 
over-much about still further amelioration, or because the 
economy was so favourably placed that further improvements 
came with comparatively little effort. Both these conditions arc 
partially fulfilled, for example, in the United States. Living 
standards are such that the public is quite happy to ‘endure’ 
(as it might seem to less fortunately-placed peoples) a colossal 
‘waste’ of resources on ‘frivolous’ or at least non-essential produc- 
tion, such as advertising, or the mass manufacture of fripperies 
and titivating novelties of all kinds; and the whole notion of 
‘scarce resources’ is hardly relevant. Moreover production has a 
high rate of almost automatic potential growth, given the pre- 
vailing psychology of rapid innovation, the painless ease vdth 
which large sums can be set aside for further investment, and the 
favourable situation with respect to foreign trade. ^ Under these 
circumstances it seems absurd to speak as though economic 
efficiency were the central issue; and, provided ahvays tliat full 

1 Though this last factor might change if the U.S._ c^austs its indigenous material 
supplies in the manner forecast by the Paley Commission. 
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employment was maintained, a reformer could turn his main 
attention to non-economic problems without worrying too much 
about the rate of growth. 

Before the war, most socialists had visions of a similar state of 
abundance being quickly attained in Britain; and they were 
therefore rather indifferent to questions of higher productivity. 
This was a natural attitude at the time. Unemployed resources 
were at hand, and it ^vas evident that if they could be dra^vn back 
into production an easy rise in living standards -svould result. 
Moreover incomes were most unequally distributed; and this 
offered the possibility of a clear improvement in working-class 
standards simply by the transfer of existing wealth. Nor did our 
exceptional dependence on foreign trade then seem to present a 
vexing obstacle. Food and materials could be had on the cheap; 
and there was no sign that the improvement in the terms of trade, 
which for two decades had sustained the British real income, ■was 
about to be reversed. 

It was a -svorld in which supply everywhere seemed to exceed 
demand; and every Labour week-end speech contained its quota 
of references not merely to unemployment at home, but to coffee 
being burned in Brazil, to crops destroyed in the U.S.A., to 
livestock slaughtered in the interests of restriction schemes. Ample 
scope clearly existed for raising living standards everywhere - it 
•was only a question of so organising monetary demand as to 
ensure the full utihsation of resources, and of transferring ^vealth 
from rich to poor. It ’ivas thus not tmnatural that socialists should 
repeat that ‘the problem of production is solved : only the problem 
of distribution remains’ - they were, after aU, fortified by the 
authority of Keynes himself, •svho supposed, looking only a genera- 
tion ahead, that it would be ‘comparatively easy to make capital- 
goods so abundant that the marginal efficiency of capital is 
zero’. ^ 

But to-day there are no such easy reserves ^vaiting to be tapped. 
Employment could hardly be fuller than it has been since i945j 
while the b ulk of the population would not gam much materially 
from further redistribution. Improved li-vdng standards, or any 
other economic claims, can now be met only by higher production 
per head; and questions of gro%vth and efficiency move into the 
forefront of matters to be attended to. 

1 Tht General Theory of Employment, Interest and Money (Macmillan, 1936), P- 221. 
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But how near to the actual forefront should they be placed? 
Some socialists, despite the changed conditions, still want to 
relegate them to a rather unimportant status. They invite us 
to stop worrying about hard work and economic matters, and to 
relax into greater leisure and more cultural pursuits.^ I agree 
with them in principle, but not in timing; that is, I shall agree 
ivith them two decades from now. But for the moment the total 
claims on our already fully-employed resources are certainly too 
great to permit indifference to the rate of growth. 

First, ive need more foreign investment to assist the rate of 
growth in the under-developed countries. The post-war Labour 
Government did a little - too little - in this direction; but further 
progress has been infinitesimal since the Conser\’atives came to 
power. The matter is sometimes argued in terms of the fight against 
Communism; but of course the overwhelming argument for a 
greater effort is moral and humanitarian. At present our net 
expenditure on foreign aid is trivial. Some socialists have spoken 
of 2%, or even 3%, of the national income as the minimum level 
of aid which is compatible with a clear conscience in the matter. 
But whatever the exact figure, a substantial increase in our export 
surplus tviU be needed. 

Secondly, the relief of hardship and distress at home. This ■was 
discussed in Part Three, where it was made clear that a con- 
siderable rise in social expenditure would be required for several 
years ahead ; and even then many urgent requests for help might 
have to be temporarily refused.^ 

Thirdly, the backlog of social investment. We are still plagued, 
as a result of wartime and post-war scarcities superimposed on 
twenty years of neglect, by a constricting shortage of social 

1 But they often confuse efSciency and effort (=hard physical work). Total output 
does not, in a modem economy, depend mainly on harder work or longer hours, 
but on technical and managerial standards and the quantity of capital equipment. 
Thus the average working week in the U.S. is shorter than in Britain, and hourly 
physical effort no greater. To stress economic efficiency' does not entail a continual 
nagging about harder physical effort, or a guilt-feeling about shorter hours, 

2 Even the remnants of primary poverty require for their relief something more 
substantial than vague and patrician expressions of good-tvill, such as, for exampl^ 
those vouchsafed us by Sir Osbert Sitsvell when he writes that ‘it has ahvays seenmd 
to me that there should be no poor, and that people should not have to trouble 
about money’ {Great Morning, p. 36). This rather takes one’s breath away. However 
all socialists should applaud the immediately preceding s^tiraents. ‘Avarice and 
even carefulness have always to me seemed to be wees. I avoid the skinflint as though 
he were a source of contagion. I even turn from the words that describe tte mortal 
sin, such nouns as parsimony, niggard, scresv, scrimp, lick-penny, such verbs as sUnt, 
scrimp, pinch and gripe.’ 
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capital - hospitals, mental homes, new schools, slum-clearance 
housing, homes for old people, and the like. And if we set as our 
objective the provision of public health and education not merely 
at a decent standard, but at a standard comparable %vith the best 
available to the richer classes, it is clear that we shall need a large 
increase in expenditure. 

Foturthly, higher personal consumption. The case for according 
this, on socialist grounds, a high priority, was argued in a previous 
chapter.^ But whether this case is accepted or not by writers and 
intellectuals, the people themselves are quite determined on a 
rapid improvement in their living standards; and governments 
■will have to attend to their wishes. 

Fifthly, our balance of payments position is still precarious; 
and we need a larger export surplus simply to buttress it more 
securely, quite apart from the claims of the under-developed 
areas. And, looking ahead, it is at least possible that a deteriora- 
tion in the terms of trade wlU call for an increase in exports 
merely to maintain existing li'ving standards.- 

And, lastly, not only might a rise in manufacturing investment 
be a condition of accommodating aU these claims, but a rise in 
certain hitherto neglected forms of non-man'ufacturing investment 
(e.g. roads) is an urgent necessity. This is farther discussed below. 

This adds up to a considerable total of demands. I do not see 
ho%v anyone can avoid the conclusion that a rapid rate of groAvth 
%\dll be an important objective for many years to come: and that 
the next Labour Government v\t 11 need to show both agility and 
determination in the economic field. 

Now to give a reasonably high priority to economic grovvth is 
not, as some sociahsts curiously suppose, to accept a Tory phil- 
osophy - rather, indeed, the reverse. A majority of these claims 
would be rated higher by most socialists than most Conservatives - 
certainly the first three, and possibly the fomth; while the last 
two are conditions of the fulfilment of the others. A rapid rate 
of gro'wth, therefore, at least for the next decade, so far from being 
inconsistent %vith socialist ideals, is a pre-condition of their 
attainment. And it is certainly also a pre-condition of attaining 

1 V. Chapter XIII. 

2 This is not, of course, the sole foreign trade problem which might face a future 
government - a serious U.S. recession, for example, would throw up a qm'te contray 
difficulty. But if this occurs it svill, I think, be imcharacteristic of the long-run trend, 
which is more likely to be marked by scarce than by idle resources. 
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office; for if the Labour Party were to neglect the goal of higher 
production, it would be accorded, and deserve, the clear disfavour 
of the British public. 


H Should Growth Have an Over-riding Priority? 

But this does not mean that we must go to the other extreme and 
give growth an over-riding priority; for we already enjoy a quite 
rapid rate of growth in Britain, and one almost adequate to 
accommodate these claims within a reasonable space of time. 

This did not appear to be the case for some years after the war. 
But that was because the armual rise in output, although con- 
siderable by historical standards,^ was largely required to meet a 
number of exceptional and, we hope, once-for-all demands of a 
structural character arising out of World War II and the Korean 
War. Such were the repair of war damage, the backlog of fixed 
investment, the replenishment of inventories (both commercial 
and domestic), the need to raise exports to a level 75% above 
pre-war, and finally the huge rearmament burden and the sharp 
deterioration in the terms of trade which followed the outbreak of 
the Korean War. All these war-induced claims pre-empted the 
rise in output away from the home consumer, and created an 
atmosphere of scarcity and economic strain. 

But most of these exceptional claims have long since levelled 
offi The disposal of the annual rise in output is now largely a 
matter of free choice, and not inexorably determined by necessity. 
That being so, the present rate of growth may be almost sufficient 
for all reasonable purposes. This is especially true inasmuch as 
even some of the peacetime claims described above also have 
(given a nearly stationary population) a once-for-all quality about 
them, and may be expected to level off after a fe^v more years. 
This applies notably to social investment (including housing), 
which now needs to be, or should be, exceptionally high on 
account mainly of the immense backlog of requirements, and 
partly also of the bulge in the child population. But unless the 
birth-rate suddenly shows an entirely new trend, a decade of high 
spending would leave the position here very much eased. 

Again, even if industrial investment needs to be raised as a 
r V. Chapter I, Section H. 
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proportion of total output, it does not need to be raised indefin- 
itely; a modest once-for-aU increase in this proportion would 
suffice. The same appHes in practice to foreign investment. 
And, lastly, expenditure on defence has already levelled off, and 
is now a dechning proportion of total national income. 

A decade of rapid growth would break the back of many of 
these claims, and allow further increases in output to accrue 
largely to consumption. Indeed on quite plausible assumptions 
about the behaviour of other components of demand, our present 
rate of growth would allow a doubling of the standard of hving in 
25 years. ^ This seems a reasonably cheerful prospect. If, therefore, 
we can manage the next ten years successfully - and this, so 
urgent are some of the immediate claims, remains a priority 
objective — we can then relax more freely, relegate economic 
questions to a lower status, and enjoy our growing wealth much 
more in the form of leisure.^ Thus while it is absurd to say that 
rapid growth is of no importance, especially for the next Labour 
Government, there is equally no call to become obsessed by it, 
or to strain every nerve to get the maximum rate of growth at 
almost any cost. 

Yet this is precisely what some people preach that we should do. 
This austere gospel they justify by pointing to international 
comparisons of rates of growth, which show that productivity is 
rising faster in certain other countries than it is in Britain. From 
this, alarming deductions are drawn. 

First, anxiety is expressed about the effects on our foreign 
balance. It has been widely suggested, for example, that a faster 
rate of increase of productivity in the U.S.A. than in Britain 
(and elsewhere) must create a chronic dollar disequilibrium, inas- 
much as the prices of American goods will fall relative to the prices 
of British goods. Britain must then resort to periodic deflation or 
devaluation in order to protect its balance of payments. Crudely, 
if America grows richer faster, this must be bad for other countries. 

Few economists now would take such a simple view; indeed 
few would take a dogmatic view of any kind about the effects of 
growth on the foreign balance. It is clear, on the one hand, that 

1 V. A. A. Adams and W. B. Reddaway, ‘The British Economy — A Longer Vie^v’, 
L.C.E.S. Bulletin, December 1954. This assumes a continuation of the average 1940-54 
annual rise in ou^ut jser head of 2^%. If we project this still further, output would 
increase by four times in 62 years and eight times in 93 years. 

2 V. Chapter XXV. 
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a slower rate of gro-sv-th may create diffictilties for the reason just 
suggested, that is, by raising the British price level relative to that 
obtaining abroad. On the other hand, it would also mean that 
foreign real incomes, and hence foreign demand for British goods, 
were rising faster than British real incomes, and hence British 
demand for foreign goods. ^ These t\s'o effects might cancel out; 
or the second might predominate, and the foreign balance actually 
improve. The fact is that economists disagree on the matter; and 
there can be no definite evidence, since everything depends on 
rs'hat assumptions are made about various price and income 
elasticities, for taMng a conclusive view one way or the other, - 

The apostles of gro^vth have now transferred their attention to 
a different quarter of the globe and a different set of arguments. 
The talk is now all of the menace of Sowet industrial success. It is 
said not only that the Russian economy is growing overall at the 
rate of 6% a year, which far exceeds the rate currently being 
attained, or indeed ever attained in the past, by the major 
Western economies, but - much more portentous - that tlte 
growth in industrial productivity is also higher. 

In fact there is some dispute about the current figures; and they 
have been strongly criticised, notably by Mr. Colin Clark.® 
But there is still more uncertainty as to Avhether they can properly 
be extrapolated into the future. Soviet groAvth over the last 30 
years has been sustained by certain abnormal influences : the fact 
that it started at the time of the First Five-Year Plan from an 
exceptionally low level (production in 1928 was scarcely higher 
than in 1913): the great advantage of hawng the technical 
achievements of the West to imitate - of being saved, that is, 
much of the high cost in time and resources which unaided, 
pioneering technical progress must entail: the rapid rise in popu- 
lation: and, still more important, a transfer of labour on an 
enormous scale from agriculture (where productivity \\’as lo'w, 
and scarcely rising) into industr)' (^vhere it was higher, and rising 
fairly rapidly). 

The first two influences must of course exhaust themselves in 

1 V. H. G. Johnson, ‘Increasing Productivity, Incorac-price Trends, and the Trade 
Balance’, Economic journal, September 1954. 

2 In any event, industrial productivity' has in fact risen as fast in Britain as in the 
U.S. over the last few years (p. Chapter I, Section II). 

3 cf. the argument between Mr. Clark and Mr. tVilcs in Encomitr, August and 
November 1955. 
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time; the benefits to be derived fi-om imitation must progressively 
dimimsh, while fiuther spectacular advances are harder to 
achieve %vith each rise in the starting-point. But the latter tNvo 
may also exhaust themselves. The industrial labour force can 
hardly continue to expand at its recent rate; not only is Russian 
agriculture beginning to show s)rmptoms of a shortage of laboiu, 
but there are signs that the rate of population increase is slo^\'mg 
do-s\m. One cannot therefore definitely project the present rate of 
growth far into the future. Again, this is a subject on %vhich the 
experts disagree. 

But suppose that Soviet growth does continue at a somewhat, 
though not sensationally, faster rate than our o^\m, ^vhy should 
this be a matter of concern? Generally, it might be said, and quite 
apart from the strategic argument discussed below, because the 
object of economic activity is to satisfy human ^vants; therefore 
the maximum rate of gro'wth must logically be the aim of econo- 
mic policy; and if another cormtry achieves a faster rate, we must 
at once emulate it for the sake of om* o\ra citizens. 

But of course economic activity can never be viewed in isolation. 
Economic decisions impinge on the social, political, and cultural 
spheres ; and they cannot be judged as good or bad unless their 
consequences in these other spheres are also taken into account. 
It might be that if we closed the (presumed) gap between British 
and Soviet rates of growth, we should increase the degree of 
satisfaction of material wants. But we might do so only at the cost 
of very unpleasant repercussions elsewhere. It might require, for 
example, a great increase in inequality in order to strengthen 
incentives: or direction of laboiu, and the ■withdra^val of the right 
to strike: or a heavy sacrifice of leisure, or culture, or simply peace 
of mind. All this is particularly relevant since an authoritarian 
regime starts off "with obvious advantages fi'om the point of vie\v 
of gro\\ih. It has neither firee Trade Unions to contest its wage and 
price policy, nor firee electorates to impede its fiscal policy. But 
this is not a sufficient argument for abandoning democracy in 
favour of dictatorship; on the contrary, most people would con- 
sider it an ovenvhelming argument against giving growth an 
over-riding priority on groimds of economic ^velfare. 

In any case the argument for doing so often rests on a con- 
fusion between economic growth and increases in consumption. 
These of cotuse are not the same thing. It is true that the former is, 
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in a fully-employed economy, a condition of the latter; but the 
latter does not exhaust either the reasons why the former may be 
wanted, or the uses to which it may be put. 

Now I regard a sustained and rapid rise in home consumption f 
as a central socialist objective, and would be very discontented 1 
with a rate of growth inadequate to support such a rise. But our 
present rate of growth can hardly be called inadequate on these 
grounds, since on reasonable assumptions it will double the stand- 
ard of living in 25 years. This is not bad going; and it scarcely 
seems worth chafing if other countries make prodigious efforts 
and do rather better. There is no point in being vain in these 
matters. 

The question of accelerating the British rate of gro^vth therefore 
has little to do with arguments about whether rising material 
standards are a good thing or not. I regard those arguments as 
settled once we assent to the present rate of growth. The case for , 
significantly increasing this rate must rest on considerations other 
than ‘welfare’ in the sense of higher consumption. 

In fact the strongest arguments for fearing Soviet growth are 
political and strategic. First, it is feared for its military implica- 
tions ; alarming figures are quoted of the relative growth of steel 
output, and so on, in the Soviet and N.A.T.O. blocs respectively. 
But this is surely a rather obsolete, pre-atomic approach to mili- 
tary affairs. Even if one really believes that the West \rill eventually 
be outstripped in total industrial output (which I do not), would 
this in fact revolutionise the balance of military power? This 
now rests partly on stockpiles of hydrogen bombs, partly on the 
rate of production and development of new atomic weapons 
(tactical as well as strategic), and even in the field of ‘conven- 
tional’ weapons on the rate of development of ne^v and more 
refined weapons. There is no reason to think that progress in 
these more specialised and technical spheres is either a simple 
function of the behaviour of steel output, or is lagging badly in 
the West. 

Alternatively, it is said that the faster Soviet rate of growlh, 
and the more rapid rise in Russian living standards -which this 
allows (at least in theory), -will increase the relative attraction of 
Communism, and diminish that of free democracy, for the peoples 
of the under-developed areas, who will conclude tliat only under 
Communist planning can they attain the desired rise in their own 
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living standards. But the people of these coimtries ‘wiU hardly 
judge the relative prosperity of Russia and the West by comparing 
small differences in their respective rates of gro\vth, of ^vhich they 
■^vill in any case not, for the most part, be a-\vare. And by -^vhat- 
ever impressionistic means they do judge it, I find it hard to 
foresee the day "when British or American living standards %st11 seem 
meagre and backward compared "with those eryoyed in Russia.^ 

More seriously, it is argued that the ability of Russia and the 
West to give aid to the under-developed areas is a function of 
their respective rates of gro\\i;h. Even if it -svere, I doubt if a 
slo^ver Western rate of gro^vth -would have all the disastrous poli- 
tical consequences sometimes foretold. The choice in the imde- 
veloped countries bet^veen a Western or Russian ahgnment may 
depend more on foreign political than on foreign economic poli- 
cies - on the poHtical ‘image’ of Russia and the West respectively 
which is built up in Asia and Africa. From this point of ■vie^s", 
British policy in G^qarus or Kenya may be more significant than 
the: exact amount of economic aid. 

But this does not of course dispose of the argument for generous 
aid, -which is essentially moral and humanitarian. The extent of 
our aid, ho^vever, scarcely depends in practice on the precise 
rate of gro^vth. The amoimts at issue are more limited than is 
often realised - hmited both by the absorptive capacity of the 
tmdeveloped economies, and by their determination, on pohtical 
grounds, to avoid rel)ang too hea-vily on any one supplying 
country. No doubt even these limited amounts might prove too 
hard for the democracies if their economies ^vere completely 
stagnant, so that the aid -svas directly at the expense of their o^m 
li-vdng standards (though Communist governments -^vould suffer 
from no such inhibitions). To this extent a reasonable rate of 
growth is a necessary condition of sufficient aid. But all the 
Western countries are gro-\\mg rapidly, and can easily afford the 
amounts involved out of the annual increment of output, with 
only a scarcely-noticeable fall in the rate of increase of their o^m 
consumption standards. 

The amount of aid -which in practice they make available 

1 And are not the people of the under-de\-eloped countries very interested in food 
supplies? If so, the suggestion becomes e\-en more unlik ely, since food production y 
the one sphere in ivhich all observers concede that the Russian performance is 
infinitely worse than that of the free world. 
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depends much less on changes in their rates of total growth, than 
on three quite different factors; first, the political attitude of both 
governments and electorates; secondly, the degree of inflationary' 
pressure; thirdly, the state of the foreign balance, and of external 
assets and liabilities. None of these is a simple function of the 
rate of grow'th. The first is probably the most decisive - if we 
fall behind, it is likely to be less on account of economic failure, 
than of a failure of pohtical resolution and sagacity. 


m The Factors Affecting Growth 

I therefore see no reason, in contemporary Britain, to make the 
maximum possible rate of gro\vth the premier objective of socialist 
policy. If we maintain, or moderately increase, om posMvar 
rate of growth, we shall be able, over a period, to accommodate 
all reasonable claims without excessive difficulty. A Labour 
Government should not, therefore, when economic efficiency 
conflicts tvith social or cultural values, automatically give prefer- 
ence to the former. 

But some caveats must be entered here. First, this is only a 
statement of personal belief, which the electorate might not sub- 
scribe to. If consumption aspirations were to outstrip the rise in 
living standards, the voters might insist on electing only govern- 
ments pledged to give further groAvTh an over-riding priority. 

Secondly, this view of the relative importance of growth of 
course apphes only to contemporary Britain and similarly-placed 
countries. It has no relevance to any under-developed or im- 
poverished country, where the overwhelming importance of 
growth may be taken as axiomatic: nor indeed to an advanced 
country which is stagnating, or at least not grotring at a brisk 
pace. It is relevant only to countries where rapid growth is 
already occurring from a high absolute starting-point. 

Thirdly, a Labour Government has not only to be diligent in 
safeguarffing, and possibly, in view’ of the urgency of some of the 
social service claims on output, somewhat increasing our present 
rate of grmvth; but it has to do so %vithin the framework of soci- 
alist policies in the non-economic field. The remainder of the 
book discusses how this may be done. 

It is a truism to say that growth depends on many and various 
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factors, some economic, others political, sociological, historical, 
and so on. This is not a book about gToi\'th, and most of these 
factors are not discussed; readers are referred to Professor Le^sis’s 
recent treatise for a systematic analysis of the problem. ^ 

But it is sometimes said that equality and rapid growth are 
hard to reconcile, the implication being that socialist policies 
must necessarily slow do-\m the rate of growth. Now it is clear, 
as has been pointed out in previous chapters, that we still know 
too little about incentives to make firm statements on such matters; 
but prima facie the evidence does not support this implication. 
High rates of productivity-increase are no-iv occurring in countries 
v\ith completely different fiscal s>'stems, rates of taxation, eco- 
nomic institutions, and distributions of income. Indeed it seems 
that modem technology', working -within a fi-ame^vork of full 
employnnent and a general ideology of g^o^^'th, has an intrinsic 
strength and vitality which makes for rapid expansion almost 
regardless of the institutional backgroimd. In any ev'ent, as was 
pointed out in Chapter XI, even if we take the narrow orthodox 
view of monetary incentiv'es, this would stiU not affect most of 
the proposals put forward in Part Four, which impinge neither 
on earned income nor direct taxation. ^ 

However, it is clear that some policies may hinder, and others 
favour, rapid growth, and that there must be some point at which 
equality begins to react on efficiency'. The remaining chapters 
therefore discuss the economic implications of socialist policies. 
I make no attempt to deal ev'en vnth ev'ery economic aspect of 
the problem — many' have been thoroughly cov'ered elsewhere; 
I hav'e selected only' the most controv'ersial issues, and notably 
those which are most germane to socialist policy.® 

The most obvfous of these is the lev'el of industrial investment. 
Now ev'ery'one agrees that a high lev'el of investment is a neces- 
sary condition of rapid grov\'th. The trouble is that we can nev'er 
say exactly' how high, or assert dogmatically that we are inv'estmg 
too much or too little, or that inv'estment should be raised or 
Imvered by' x%. Of coimse such judgments can easily' be made 

V The Theoij of Econorrac Groicth, - r. Chapter XI, Section 1. 

3 I do not discuss, for example, important as thej- are, the problems of higher 
technical education, the supply of trained research personnel, monopoly and restric- 
tive practices, the improvement of export sales techniques, etc. Nor do I ^_cus foreign 
trade policy in any detail, as I have -w-ritten on it at length in my Brilan’s EcozorTnc 
Problem. 
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in extreme cases, as for example in under-developed countries 
where the rate of capital formation is manifesdy too low to sup- 
port the desired rate of growth of output. 

But in an advanced country, already generously endowed rdtlr 
capital equipment, and spending a significant fraction of its 
national income on new net investment, it is hard to make 
definite judgments. First, it depends on the priority to be given 
to stepping up the rate of gronth. Secondly, it depends on whether 
a faster rate definitely requires more capital investment, or 
whether it could equally well be attained by other methods (such 
as better incentives to managerial efficiency, or the elimination 
of restrictive practices, or better technical education). Thirdly, 
even if more investment is thought to be required, it depends on 
what relationship is assumed at the margin between capital 
creation and productivity. 

Even if the first question is ansrvered clearly, the second and 
the third can seldom be ivhen we are discussing \s'hether to move 
from (say) a io% to a 12% rate of net investment. All one can 
say is the follorving. (i) There is something to be said for having 
a rather faster rate of growth than tve noiv have, at least for the 
next decade. (2) Although higher industrial investment is not in 
theory, it probably is in practice, a condition of achiesung this; 
the alternative methods are both less susceptible to government 
influence, and slower to take effect. (3) The belief that invest- 
ment in Britain is too low receives some, though not conclusive, 
support from the fact that it is higher (as a proportion of the 
national product) in other leading countries.^ (4) For what it is 
worth, most economists think that industrial investment, even 
after the sharp rise of the last two years, is still too low. 

There is thus a prima fade case for raising the ratio of industrial 
capital formation to total output. In addition, rve urgently need 
higher investment for some years ahead in our social capital, and 
also in roads. Even though, therefore, individual investment 
claims (notably housing) may decline, it seems not unreasonable 
to aim at a certain proportionate increase in total investment. 
Ho^v to combine this with socialist policies in other fields is dis- 
cussed in the next two chapters. A subsequent chapter considers 

1 Althougli in terms of this proportion it appears to be higher in Britain nD^v' than 
it was in the inter-war years, and not significantly lower than it was in the 
immediate pre-1914 years, (p. F. \V. Paish, L.C.E.S. Bulktinf December 
is also higher than it was three years ago. 
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the problem of ^vages under foil employment. Fmther chapters 
discuss the role of nationalisation and planning. 

But perhaps the first task for the Labour Party is not economic, 
but psychological. There are many in the Party whose minds are 
still attuned to the propaganda themes of the 1930s, and who stfil 
think that large gains •wait to be exploited firom finther redistri- 
bution, or from the correction of various abuses identified with 
‘capitalism’. Not all sections of the Party have been equally 
comrageous in preaching the facts of contemporary life to the 
rank-and-file; and a precondition of economic success is the 
education of the whole Labour Movement to the notion that 
finther riches can only come through higher producti'iity. 
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INVESTMENT, SAVINGS, AND INFLATION 

I The Pressures towards High Investment 

* HIGH rate of capital formation requires three conditions 

ZA first, a sufficient incentive to invest on the part of business 
JL jL executives; secondly, adequate funds to finance the invest- i 
ment; thirdly, available physical resources, that is, sufficient J 
communal savings. 

A deficiency of any of these might, at different times, be the 
main limiting influence on investment. It is obiiously important 
to distinguish between them; though unfortunately they arc often 
confused in public discussion. In most recent years, for example, 
the limit has been set by a shortage of savings, reflecting itself in 
a pressure on the physical capacity of the capital-goods industries ; 
businesses have commanded ample finance, and indeed have 
been net lenders on a substantial scale.^ Yet business leaders and 
City spokesmen were constantly complaining, against all the 
evidence, that investment was held back by a shortage of finance 
and risk-capital, allegedly stemming from high taxation. 

Looking ahead, from ivhich direction is the main limiting 
influence likely to come? I find it impossible to believe that in 
an advanced industrial country, boasting a highly organised and 
sophisticated financial system, it ivdll come (at least for industry 
as a whole) from a deficiency of actual finance, or risk-capital. 
If, against all expectation, it should do, there arc plenty of counter- 
measures open to a determined Government; these are discussed 
in the next chapter. 

In the inter-war period the limit was normally set by the 

^ V. next chapter Cot detaiJs. 
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reluctance of businessmen to embark on new capital expenditures. 
With heavy unemployment and a depressed market for goods of 
all kinds, profit-expectations were characteristically pessimistic; 
and since existing capacity was commonly under-utilised, the 
incentive to expand -was weak. The unemployment of course 
reflected the underlying fact that sa\dngs ^vere ‘excessive’, iu the 
sense that the community was releasing more resources from 
private and public consumption than industry was -willing to 
absorb in ne-w investment. 

But the inter-war period can now be seen, in the perspective 
of history, to have been markedly abnormal in this respect; and 
the prospect for the years ahead appears to be altogether dif- 
ferent. We have now enjoyed more than ten years of consecutive 
peacetime full employment - not only in Britain, but in most 
other major countries also. This suggests that a world-^\ide 
change in the economic climate has occurred. Its causes are 
many and various: the higher consumption and lower sa-vings 
associated ■^\dth the progressive equalisation of incomes, a more 
sensitive moral conscience about social expenditure, the much 
enhanced power of the Trade Unions, the stabilising influence 
of large Budgets Asith ‘built-in stabilisers’, the more rapid rate of 
groAsdh of Avorld population, and higher primary prices and 
hence a larger volume of international trade. 

There is no sign that these influences are about to go into 
reverse; and the underljdng pressures tOAvards high levels of 
demand and employment may therefore be expected to persist. 
But even if these pressures should Aveaken someAvhat, and the 
threat of deflation re-appear, their place Avill be taken by equally 
poAverfifl political pressures. Electorates noAv belieAT that full 
employment can quite AveU be maintained, and are consequently 
in no mood to tolerate a failure to maintain it. Any Government 
Avhich permitted appreciable unemployment for more than a 
short period Avould court certain defeat at the poUs; and this 
acts as rather a strong inducement to governments deliberately 
to sustain, Avhere this is necessar)’-, a full emplo-yment level of 
demand. 

And post-Avar experience, especially in the United States 
(Avhere recessionary tendencies are naturally stronger than m 
Britain), supports the vieAv that measures to maintain or restore 
demand are both practicable and broadly efiective. The modem 
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economist’s income-analysis (to the surprise of some economists) 
actually seems to work. It is true that predictions about the beha- 
viour of different components of demand are still inexact and 
unreliable; and it is not always possible to prevent the initial 
occurrence of minor recessions.^ But the significant fact is that 
these can now be quickly corrected, since demand has proved 
to be malleable, and in a broadly predictable manner, by fiscal 
policy (on the side both of taxation and expenditure), changes 
in consumer credit regulations, and to some extent even by 
monetary policy. The prosperity of the United States since 1945, 
maintained in the face of unceasing prophecies of imminent de- 
pression, and without calling into play such reserve ^s'eapons as 
public works programmes, is proof at once of the strong ‘auto- 
nomous’ pressures towards full employment, and tlie pots'cr of 
the modern state to reinforce these as necessary. ^ 

In Britain, not only are both the autonomous and political 
pressures even stronger than in America, but the reser\'e demands 
which the Government could make effective are much larger. 
Some of these were listed in the last chapter - the needs of the 
under-developed areas, the urgent claims for higher social ex- 
penditure, the backlog of social investment, and so on; and even 
if none of these existed, taxation, tvhich is high by liistorical 
standards, could easily be reduced amid general applause. There 
is no intelligent sense in which one can speak of a likely excess 
of potential output over potential demand in Britain in the fore- 
seeable future.® 

The effects of continued full employment on the rate of growth 
and economic efficiency are likely, on balance, to be favourable. 

1 And of course in Britain these may be caused by export fluctuations over which 
the government has no control. Moreover the government itself may make errors, 
and provoke a minor recession by carrj'ing anti-inflationary cuts in demand too far. 

2 And in the last few years employment in the U.S. has not Been bolstered by any 
special factors such as the backlog of demand from the tvar, or rising arms expendi- 
ture — nor even by continuous Budget defia'ts. But of course none of tliis means that 
recessions will never occur - only tliat they need be neither deep nor persistent. 

3 Nor is the prospect significantly altered, as some socialists fear, by automation. 
Apart from the fact that this shosvs no sign of sweeping rapidly over the whole eco- 
nomy, it presents no new employment problem, different in kind from those which 
already exist; full emplojancnt can still perfectly well be presened if Government 
maintain total demand at the required level. I have discussed this point in detail 
elsewhere {v. Aulomalion, London Press Exchange Papers, No. i. May 1955). 

't Even if they w'erc unfavourable, it would not of course constitute a sufficient 
argument against havfing full emplojancnt. Tlic social benefits of full employment 
are of far greater importance than the economic ones. 
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This is not only for the obvious reason that investment -will be 
physically higher than during a period of depression, but also 
for more general reasons. It is an illusion to suppose that unem- 
ployment, because it (allegedly) strengthens incentives to ^vork 
and the dowmward pressure on manufacturers’ costs, is there- 
fore necessarily beneficial to productivity. No doubt some do\m- 
ward pressxure on costs is highly desirable - something is said 
on this later. But if the pressure is carried to the point where 
the level of unemployment becomes significant, the balance of 
advantage rapidly changes, since both labour and management 
take refuge in protective devices which have an adverse effect on 
costs. 

On the side of labour, the instinctive reaction to unemploy- 
ment is to resist the introduction of new machinery, and to spread 
the available work by ‘go-slow’ methods. The parallel on the 
side of management is a general flight into the security of cartel 
and market-sharing arrangements. Even where competition is 
nominally preserved, it increasingly takes the form of a drive less 
for the lowest costs or the highest efficiency, than for the greatest 
possible differentiation of the product from those of other manu- 
facturers, and diversification of output in order to spread risks. 
The consequence is diminished specialisation and diminished 
standardisation: in other words, short production runs, and the 
sacrifice of the potential advantages of large scale. That this is 
bad for efficiency has been clearly shown by the numerous Anglo- 
American Productivity Reports which fastened on precisely these 
characteristics of British industry, which are partly a legacy of 
pre-war unemployment, as one of the major reasons ^vhy British 
productivity was not higher. 

Under fidl employment, aU these pressures are reversed. There 
is less temptation to restrictive market-sharing arrangements, and 
less need for defensive sales and output policies. The buoyant 
level of demand stimulates not only the direct expansion of capa- 
city, but also more audacious risk-taking, more rapid technical 
innovation, and a greater expenditure on research. Moreover, 
the shortage of labour acts as a powerful spur to more economical 
methods of production and the instalment of labour-saving 
machinery. On the side of labour the enhanced security of em- 
ployment, although it undoubtedly creates some difficulties in 
the field of labour relations and discipline (e.g. in industries such 
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as bmiding),! nevertheless weakens the attraction of restrictive 
practices, and fosters a greater tvillingness to accept technical 
change. 

But the most significant change is in the sphere of investment 
decisions. It is not simply that investment mil be currently higher 
than in an under-employed economy, since the transition from 
depression to boom will seldom be accomplished without the 
help of a rise in investment; but the inducement to a still further 
expansion will also be strong. 

This is partly for obvious economic reasons. Decisions about 
investment, in public as well as in private industry, are based on 
expectations about future demand, prices, and profits ; and these 
in turn are influenced by the level of current demand and cur- 
rent profits. With the economy producing to full capacity, not 
only are current profits high; but because full employment leads, 
for the reasons just mentioned, to a healthy rate of increase in 
productivity and hence in personal incomes and consumption, 
they wiU tend to advance, and with them expectations about the 
future, with every year that full employment continues. The 
result is a constant tendency for investment plans to be revised 
upwards, and for the level of capital formation to increase. 

Of course these optimistic expectations depend tvholly on tlie 
conviction that full employment will be maintained, and tsill 
not at a certain stage give way, as it invariably has done in the 
past, to a cyclical depression. For some time after the war this 
conviction was far from being universal. Most businessmen 
imagined that they were simply caught up in a conventional 
post-war boom, to be followed by a conventional (though un- 
usually long-delayed) post-tvar depression. The curtailment of 
many investment plans in 1952-3 reflected a fear that the minor 

r Though to listen to employers’ complaints about ‘slackness’ and ‘insubordination’, 
by which nothing more is often meant than a less docile demeanour on the part of 
tvorkers, one would think that the post-war British experience in this respect was 
unique. But of course this change in attitudes alwa)'s accompanies prosperity. ‘.Sir,’ 
exclaimed Dr. Johnson, dining at Mr. Scott’s, ‘subordination is sadly broken dot™ 
in this age. No man, notv, has the same authority tvhich his father had - except 
a gaoler. No master has it over his sert'ants; it is diminished in our collies; nay, 
in our grammar schools.’ On being asked why this was, and after attributing it first 
to the coming in of the Scotch, Dr. Johnson went on; ‘It’hy, Sir, there arc many 
causes, the chief of tvhich is the great increase of money. Tlic shoe-black at the 
of my court does not depend on me. I can deprive him but of a penny a day, tvhich 
he hopes somebody else tvill bring liim; and that penny I must carry to another 
shoe-black; so the trade suffers nodiing.’ (/i/e, 1 C 67 P- 333-) The parallel is 
exact. 
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recession of those years might be only a harbinger of the long- 
awaited post-war slump. 

But the persistence of fuU employment for more than a decade 
of peace has now largely cured the depression psychosis which 
dominated industrial attitudes, wth such insidious results, in the 
inter-war period. The business commimity accepts the fact that 
prosperity is here to stay, not only because fuU employment wU 
be maintained, but also because we have entered a period of 
rapid gro^vth in personal incomes and consumption. Indeed, the 
depression psychosis has given way to its opposite - an obsession 
with inflation. This too Uttle noticed revolution in business 
psychology is the rriost important economic event of our genera- 
tion; and its implications for the rate of capital formation are too 
obvious to need underUning.^ 

These economic pressures are fortified by more subtle social 
pressures. The countr}' now accepts, in a way that was impossible 
in the pre-war era of excess capacity, the need for rapid grovdh, 
and for high investment to attain it; and these have become 
accepted national aspirations. Successive ChanceUors, aU poli- 
tical parties, City opinion, weekly journals, economists, and even 
less elevated pubUcists, aU preach to industry that it has a pat- 
riotic duty to invest, and praise it when it does so.® It would be 
hard to find a top management to-day which was ignorant of, 
and had no conscience about, the oft-quoted unfavourable com- 
parisons betAveen the British, and the German or American, rates 
of capital formation. It is a mistake to assume that a social con- 
sensus of opinion of this sort has no influence on economic deci- 
sions — it has, and the fact that expansion is now 'the done thing’, 
and applauded on aU sides, is a significant inducement to business 
gro^vth. 

This influence communicates itself to the personal motives of 
industrial executives. I have already argued in Chapter I that 
■with the transition from family to joint-stock enterprise, the 
grovfth of the firm has pardy replaced personal consumption as 
the basic motive and rationale of business beha'viour, and that 
this stimulates a poHcy of hea'vy ploughing-back and re-investment 


1 And ■we must remember that scarcity in the labour market creates an additional 
inducement to nesv investment. 

- Or at least until Conservative Chancellors, through flabby Budgetary poliaes, 
let the whole situation get out of hand, and then have to impose investment cuts. 
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of profits. Now that rapid expansion has become.a national and 
not merely an occupational goal, the prestige of a firm, and so 
of its executives, rests even more completely on its rate of growtli 
of output and profits, and on the periodic announcement in the 
financial Press of ambitious new capital projects or technical 
innovations. This naturally exerts a strong influence on the 
investment attitudes of managements. It is often said that the 
expansion of capitalism in the nineteenth century was funda- 
mentally the product not of any set of economic institutions, but 
of the ‘entrepreneurial’ psychology of the capitalist. Whether or 
not this is true, it seems clear that the modem top management 
team (in nationalised as well as private industry), tliough from 
different motives and acting vdthin a different social and institu- 
tional framework, often has an equally thrusting and e.\pansivc 
group psychology. 

It is, of course, always impmdent to dogmatise about economic 
trends. What the position will be in the long run, no one can 
say. Even in the short run, it may be that industry' and govern- 
ments^ will not be willing to invest up to the limits which the 
supply of savings and risk-capital makes possible; and in that 
case we shall need measures to stimulate demand. But if one has 
to hazard a guess for the next decade, it seems more likely that 
in a democratic, semi-egalitarian, full-employment economy of 
the post-war British type, investment incentives will remain 
buoyant, while on the other side the tendency ■will be to^^'ards 
high consumption and inadequate sa\dngs. The supply of sav- 
ings will then constitute the effective limit on tlic level of capital 
formation; and the rate of growth mil depend mainly on the 
community’s -willingness to set aside a sufficient proportion of its 
income for future accumulation. 


n The Threat of Infalion 

Sufficient sa-vings are necessary not only for economic growth, 
but also to preserve stability. This was not the case before the 
war, when instability had notliing to do with inadequate sa\dngs, 
but was tire result of cyclical fluctuations in investment; and 

^ The latter being under equally hca\'y, though quite difTcrent, pressures lou-ards 
high investment, e.g. in the field of sodal capital or roads. 
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■when indeed the persistence of secular under-emplo^Tnent even 
through the boom was basically a s^unptom of excessive sa-vings. 

To-day the secxilar under-emplo^unent has disappeared, for the 
reasons given in the pre\dous section. But it does not follow that 
the trade cycle has also disappeared. One might stiU have deep 
fluctuations in investment, even though the trend-line round 
which they occmred, and hence the average level of employment 
through the cycle, w’ere much higher. Yet I beheve that the cycle 
in its classical form — in the form, that is, of deep and rhythmical 
fluctuations — is unlikely to reappear in Britain. Not only are 
governments both more competent and more anxious to sup- 
press it, should it show signs of re-emerging, but investment itself 
is tending to take on a rather more stable character. Over one- 
half of total capital expenditure is now incurred by pubhc autho- 
rities (central and local government, and the Nationalised 
Boards); and this large component, although sometimes rather 
■unpredictable in its beha^viour, is at least not hable to fluctuate 
directly in response to short-term cycHcal changes in profit ex- 
pectations. Even in the private sector matters are slowly changing. 
Deep investment cycles presuppose, first, that most capital pro- 
jects are physically capable of being postponed and resumed, 
curtailed or augmented, easily and at short notice (as might be 
the case if investment consisted mainly of purchasing single 
machines) : and, secondly, that decisions about investment are 
taken in the light of short-term c)Thcal expectations. 

Neither of these is as true as formerly. Physically, investment 
is increasingly a matter of m^or expansion schemes, the result 
of long-range planning for several years ahead, and invohdng 
simultaneous and co-ordinated expenditure on plant, machiner}^, 
factor}"^ building, and research. Such schemes are often too indi- 
■visible to be easily curtailed, too large to be hghtly foregone, and 
too lengthy in execution to be cut off at short notice. And deci- 
sions about investment also take on a more and more long-range 
character, not only on accoimt of these physical factors, but also 
because psychologically businessmen now pay more attention to 
the long-run sales outlook and less to short-run market changes; 
and because, in addition, the rate of investment in many indus- 
tries is almost dictated by the pace of research and technological 
change. Thus long-nm capital budgeting, based on expectations 
about the fairly distant future, is beco m ing increasingly common; 
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and although this certainly does not rule out sharp fluctuations, 
such as occurred, for example, in 1955, it does make the recur- 
rence of a deep, classical trade cycle rather unlikely. 

Stabihty is now almost as much threatened from the opposite 
direction; that is, by fluctuations in savings leading to periodic 
crises of inflation. Full employment is necessarily divided by only 
a narrow margin from inflation; and in a democratic country" 
with free Trade Unions, recurrent appeals to the electorate, and 
rising standards of consumption, this margin is in constant danger 
of being crossed as a result not only of changes in investment, 
but equally of sudden changes in savings and consumption. These 
may be caused on the one hand by the Government, and take 
the form of a decline in net public saving due to an excessively 
popular Budget; and on the other hand by the decisions of con- 
sumers. The latter possibility becomes more likely as rising 
consumption increasingly takes the form of expenditure on dur- 
able goods, the purchase of which can always be either accelerated 
or postponed; and this growing ‘lumpy’ element in consumption 
makes fluctuations in personal saving and spending almost 
inevitable. 

Each time a sudden dechne in satang occurs, and the margin 
is crossed, a minor crisis ensues, reflected perhaps in a fall in the 
exchanges and a drain on the reserves, and certainly in lengthen- 
ing delivery-dates for goods; and the reaction of most govern- 
ments is to cut that element in total demand which seems most 
easily under control, namely capital investment. Thus, by a 
curious irony, a second (though highly irregular) investment 
cycle appears in the planned economy, caused by the panic 
response of governments to sudden increases in demand. 

These periodic attempts to cut investment, although only par- 
tially successful o\ving to the long-term nature of many capital 
projects just discussed, are clearly not good for growth. Not only 
do they interrupt and delay the immediate process of invest- 
ment, but they may have psychological effects ^^'hich slo^s' down 
the future rate of gro'ssTh even after the immediate crisis is over. 
As was pointed out above, rapid gro^\’th requires a confidence 
that the existing rate of gro^vth will be maintained, and a climate 
of opinion in ^vhich investment is assumed to be thoroughly 
desirable. Both these are threatened by periodic announcements 
of investment cuts. 
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It is sometimes argued that an occasional tendency to demand- 
inflation does little harm, and that the sensible way to deal -^vith 
it is simply to allow the reserves to take the strain - that, after all, 
is what reserves are for - instead of attempting to reduce demand 
by cutting back investment. Matters M'fll then gradually right 
themselves through a continued rise in productivity; and a cer- 
tain instability of the exchanges is a small price to pay for the 
overwhelming advantages of driving the economy at top speed. 
Even ignoring the severely practical objections that our existing 
reserves are quite inadequate to fiiliil this role, and that a rise 
in productivity cannot be guaranteed by itself to remove infla- 
tion, how true is it that demand-inflation does no damage? 

Now to run the economy flat out, as was argued above, is 
unquestionably not only on balance beneficial to productivity, 
but an absolute condition of high investment and rapid grow^ 
through its repercussions on business confidence. Demand must 
therefore be kept very high indeed. Nevertheless, there is a point 
at which flat-out full employment is converted into definite 
excess demand and inflation. "When this occurs the balance of 
advantage shifts, and the losses begin to outweigh the gains. 

This is not, it is true, a point which can be either accurately 
defined in theory, or exactly identified in practice. It gives a false 
impression to speak of a ‘razor’s edge’ between full employment 
and inflation, as though these were both precise concepts, and 
the productive system had no elasticity of output.^ Nor, even if 
the critical point could be defined in theor)’^ and recognised in 
practice, are planning techniques so subtle and refined that de- 
mand could be exactly set, as though by a thermostatic control, 
at just the right point. 

Yet one can make broad, impressionistic judgments which are 
not meaningless. It is not absurd to say that fiiU employment has 
turned into inflation if demand can be seen to exceed supply at 
current prices in the majority of important markets - if, that is, 
markets for goods are characterised by lengthening delivery- 
dates and waiting lists, wth a clear up^vard pressure on prices, 
and the market for labour by a rapidly growing excess of vacant 
jobs over appHcants. 

'\^^len this occurs, certain adverse consequences follow. First, 

1 V. P. D. Henderson, Bull. Inst. Slat., May and June 1954, for a discussion of 
this point. 
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managerial efficiency may deteriorate. Here, as always in tliis 
field, there is a golden mean. Deflation and unemployment arc 
clearly bad for efficiency, for the reasons explained in the previous 
section. But at the other extreme, heavy excess demand tends to 
breed a general carelessness about costs. With a long waiting-list 
of customers, profit margins can be all too easily maintained in 
the face of rising costs by an increase in seffing prices ; and even 
if neither costs nor prices are actually rising, there is no com- 
petitive pressure to reduce costs if demand greatly exceeds supply. 

It is often said that the crucial psycholo^cal difference beuveen 
British and American businessmen lies in their respective atti- 
tudes towards expansion. I doubt if this is true to-day. I believe 
it now lies rather in the sphere of cost-consciousness. American 
managements are engaged, to a far greater extent than tlicir 
British counterparts, in an unceasing search for lower costs - 
through labour-saving machinery, the rapid introduction of auto- 
mation, the study of personnel management, and the almost mass 
employment of all manner of specialists from scientists to input- 
output experts.^ No doubt part of the difference is to be c.\'plaincd 
by historical factors. But part is surely due to the fact that Ameri- 
can business, faced even in non-recession years ^vitll less inflation of 
demand, has been under a forcible pressure to look for sales; 
and British industry has not (at least to the same extent). Full 
employment need not, but excess demand inevitably must, c.x- 
clude some competitive pressure to sell, and hence to attend to 
costs. 

Secondly, excess demand may weaken the incentive to export." 
This is a familiar point, of which too much was made in the post- 
war years when economic conditions were, for structural reasons, 
so wholly exceptional, and the required increase in exports so large 
and rapid, that no practicable changes in home demand would 
have made much difference. But to-day the picture has altered. 
The post-war export targets have been substantially attained, and 

^ Not to mention psychiatrists to help ma’uitain the mental stability of top execu- 
tives, and sociologists to help in market research. One large .American automobile 
firm, for e.xample, hires academic sociologists to discover svhether any conspicuous 
(and therefore potentially lucrative) ‘status gaps' exist in the hierarchy of cars. 

- Of course its most immediate effect on the balance of pasmicnts is on the side 
of imports - both generally in raising demand for all t>'pcs of imports, and spcdfieally 
by compelling the importation of marginal supplies of essential goods, the home 
output of svliich cannot be quickly expanded (c.g. coal and steel). Hut I am assuming 
that at least the general ‘income’ effect on imports can be counteracted by import 
controls svithout the need to cut dosvn home demand. 
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even in bad years the foreign balance is only narro^vly separated 
from a reasonably healthy surplus -it is a io% rather than a 
70% increase in exports which is needed even in a ‘crisis’ year. 
Thus a comparatively small change in the volume of exports 
makes all the difference bet^^•een an adequate snqplus and a 
dangerous deficit. 

No^v the volume of exports is certainly not violently susceptible 
to changes in home demand. Firms have built up their export 
connections and sales organisations to the point where ffeir 
entire sales and output poficj’^ is now attuned to, and depends on, 
a generally high volume of foreign sales. But at the margin the level 
of home demand is certainly important. If firms are both working 
to capacity and faced -with long waiting-lists at home, why should 
they bother to increase their exports? And if exports fall off in 
some especially competitive foreign market, ■why not absorb the 
fimstrated exports into home sales rather than make painful and 
hazardous efforts to maintain the volume of sales abroad ? It is 
hard to beheve that the greater sales efforts of German and U.S. 
car manufacturers, for example, have had nothing to do •vwth the 
more competitive nature of their home markets, which could not 
be relied on al\vays to take up any slack in foreign sales. ^ 

Even if there is no effect on the incentive to export, the lengthen- 
ing of deliverj^'-dates itself causes a loss of export orders as dis- 
satisfied foreign customers turn elsewhere. A fully-employed 
economy can probably never offer immediate dehvery of aU 
capital-goods — there ■will ahvays be some excess of demand- over 
supply in the investment-goods sector. But this can be either 
greater or less; and "when it becomes too great, the effect on 
exports may be exceedingly serious. Indeed changes in the 
(relative) volume of exports in recent years have commonly 
been a function less of changes in relative price or quality, or the 
beha^vioxn: of wages, than of the degree of sales effort exerted, and 
the dehvery-dates offered; and both these are necessarily affected 
by the presence or absence of demand-inflation at home. 

Thirdly, however, excess demand in the labour market may 
also have a damaging effect on prices by inducing a ■wage and 
price spiral. - This is discussed in detail in Chapter XXI, ^vhere it 

1 Though the British motor indust^-, for the first time since the \s-ar, has now 
suddenly found itself in the same position. 

~ Though the first effect in the labour market is alwa>'s to intensify the shortage 
of miners. 
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can be caused by the decisions of the small minority of heavy 
savers or dis-savers.^ 

But in any event, despite the recent improvement, personal 
savings are not Hkely to regain the central position which they 
held a generation ago. The greater equahty of incomes, the cessa- 
tion of the rise in population which caused savings against old 
age to exceed hquidation during old age, the dechne of the small 
entrepreneur relying for expansion on his personal savings, the 
greater security provided by the social services - all these influ- 
ences make it unhkely that we shall see an early or rapid rise in the 
volume of personal savings. Some absolute increase will no doubt 
occur as incomes rise; but no significant change in the savings 
ratio is to be looked for under existing social and economic con- 
ditions. 

Should anything then be done to alter these conditions? Of 
course we must not be taken in by the semi-mystical talk which 
often emanates from the City and the poHtical Right, and which 
seeks to suggest that personal savings are somehow more jfruitful 
and productive than other forms of saving. This is naturally not 
the case - especially as so high a proportion of them are in prac- 
tice channelled through cautious institutional bodies. Nor must 
we think that a low ratio of personal savings is unique to Britain; 
net personal savings, after the deduction of personal investment, 
are scarcely higher as a proportion of personal income in the U.S. 
than they are in Britain. 

The most effective method of securing a large increase in per- 
sonal savings would naturally be to increase the inequahty of net 
incomes. This is the inevitable result, as indeed it is the purpose, 
of the Conservative poHcy of encouraging personal savings by 
remissions in direct taxation.^ To be effective, this pohcy requires 
an equivalent cut in government expenditure (which in practice 

1 The figure of net personal saving is a comparatively small balance between a 
large volume of saving and a slightly smaller volume of dis-saving. About 6o% of 
the population save something, 30% dis-save, and the rest do neither. Broadly, the 
propensity to save increases as income rises. Net dis-saving occurs in the lowest 
income-groups (which are heavily weighted with retired or unoccupied people wth 
low incomes but some assets). But from a gross income of ,^800 p.a. upwards, ^e 
average amount saved rises wth income. Above ;^2,ooo p.a., however, the dispeision 
becomes particularly marked; although this group shows the highrat average sawngs 
figure, it also includes some very heavy dis-saving. (v. L. R. Klein, Bull. Inst. Slat., 
May 1955, Tables III and IV.) 

2 Though such remissions wll often not increase total savings at all, since they may 
well be at the expense of government saving. 
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means the social semces), and a concentration of the tax remis- 
sions on those most likely to put some part of them aside in per- 
sonal saving, namely the rich. This is not a solution calculated to 
appeal to socialists. Of course equality poses a problem of personal 
savings. But this is not a reason for jettisoning equality ; our business 
is to find remedial measures, not give the problem up in despair. 

The most promising remedial measure, which does not require 
us to surrender equality of incomes, lies in encouraging the 
strongest of all motives for personal saring, tlie precautionar}' 
motive. Although this may have been temporarily weakened by 
the growth of social security, there are signs that it is again becom- 
ing stronger. Rising standards during working-life cause people 
also to raise their aspirations for old age; and they increasingly 
wish to supplement the State old-age pension by an additional 
provision. This explains the rapid spread of private superannua- 
tion schemes. A previous chapter has already proposed, on 
grounds of equity betrveen individuals, that a National Super- 
annuation Scheme should be introduced.^ If tliis rvere to be run 
on actuarial principles, it would show a large surplus of income 
over benefits during the early years; and although this surplus 
would gradually diminish as more and more contributors came 
to retiring age, it would not disappear for some 30 years, by which 
time the b\fild-up would be complete. But dre early years of 
heaviest surplus would coincide rrith the period in which the oncc- 
for-all investment demands, described in earlier chapters, were 
also at their heaviest. We have here an important possibility of 
combining social justice ndth economic advantage to tlie nation. 

It is sometimes suggested that we should give additional 
incentives to saving for private house-purchase. (More than 10% 
of households already save by way of mortgage payments.) - But 
there are certain drawbacks, both social and economic, to very 
widespread small freeholds. Not only do small private owners 
often fail to save against the depreciation of tlicir asset, but the 
heaviest mortgage commitments tend to come ^vhcn the children 
in the family are costing most, and the parents’ income has not 
yet reached its peak. Most experts in this field arc therefore rather 
against any nude extension of mortgage saring.-’’ 

1 V. Chapter VII, Section VII. = r. Hill, loc. dl., T.iblc Xt'III. 

3 V. Fabian research pamphlets on housing by James McCoIl, M.I’., and David 
Eversiey. 
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Non-institutional personal savings could be encouraged either 
by paying a higher rate of interest on selected forms of national 
sa\Tn^, or by guaranteeing the principal against a fall in the 
value of money, or, most effectively, by exempting some part of 
saved income from income-tax.^ There is no doubt about the 
efficacy of the last method, as recent German experience has 
shovn; the difficulties are first that if carried beyond a certain 
point most people 'ss'ould judge that the tax s}^stem ^vas becoming 
inequitable as between savers and non-savers, and secondly that 
the rich might gain too large an advantage. 

Nevertheless our economic situation might now justi^' some 
general tax concession to sa\dngs, going beyond the presentinterest- 
reheS such as the exemption from tax of accruing interest on 
Sa\dngs Certificates (subject to a maximum limit on the amount 
held by any indi\ddual). Thus this concession might be extended 
to the actual capital: that is, that part of current income which 
%\'as used, up to a maxiTriuTri limit, to purchase a specially-created 
form of savings certificate could be aUo^\'ed as an offiet against 
income-tax. The sums thus saved would accumulate, as now. at 
tax-free interest until they came to be \tithdra\s-n, when they 
■would be added to the taxpayers assessable income for the current 
period. 2 If our economic affairs are to be continually plagued and 
bedevilled by inflation, the Labour Part)' should seriously con- 
sider such a reform. To the extent that it "was effective, it ■\vould 
have the additional advantage of encouraging propertj'-holding 
amongst the -ivorking classes. 


IV The Supply of Savings: (b) The Nationalised 

Industries 

But a clear onus ■\st 11 in any case fall on the government to 
compensate for the decline in personal sa'ving by greater sa\-ing 
of its o'wn. There are two main spheres in which public sa'^'ings are 
or could be generated: the nationalised industries, and the 

1 Since this iN-as -ssTittea, some concessions to small sai-ings have been made in the 
1956 Budget. But the>- apply only to the first of the three methods mentioaed in the 

text. . . . -n r 

- A proposal along thee lines v.ps made to the Raddifie Commission faj' PrOiffiSOT 
Tress, and also b>- Mr. Kaldor in a letter to the Obarzer on 1 Januaiy 1956. ifr. 
Kaldor has also made, in Ar. ExptrM'jjt Tex. a much more radical proposal for 
exempting sas’ings finm tax at the opposite end of the scale (that is, amongst surtax- 
payers). 

404 



INVESTMENT, SAVINGS, AND INFLATION 

Budget. So far the first of these has contributed nothing. Tlfis 
has been due to the pricing policies laid doNSTi by successive 
governments. The nationalisation Acts enjoin the Boards to cover 
their costs on the average of years, aiming at a fairly exact balance 
over a period between receipts and disbursements.^ This policy 
has severe disadvantages, which may well react on the national 
rate of growth. For the industries themselvTS, the lack of any 
substantial surplus creates a condition of constant financial 
stringency. This has often meant low salaries, vith a correspond- 
ing loss of efficiency; too little research and experiment: and a 
general atmosphere of caution due to the fear of slipping into the 
red.^ Thus one of the major advantages of large scale, that it 
permits a heavy expenditure on research and a spreading of 
risks, is largely thrown away. 

This policy also leads to an inefficient use of scarce resources. 
The public sector is mainly engaged in producing goods and 
services which are basic to the whole economy, and many of 
which, in recent years, have been in short supply. Britain alone 
has perpetuated the absurd fiction that the sensible policy is to 
sell such commodities, if not actually bclo^v their cost, at a bare 
cost-price which has no relation to market conditions. Of course a 
case can occasionally be made on welfare grounds for selling a 
commodity at an artificially low price (e.g. milk). But no such 
argument could be used in the case, for example, of coal. (Nor 
can an argument be made on distributive or hardship grounds, 
since any distributive effects of a higher price could be corrected 
by changes either in taxation or social expenditure.) And the 
economic case against a low price for coal was overwhelming. 
It has been so scarce in relation to demand as constantly to place 
the foreign balance in jeopardy, and to threaten the prospect of 
rapid industrial expansion; yet it is, by common consent, most 
wastefully used, -with the possibility of large economics if a 
sufficient inducement ^vctc pro\dded. Under these circumstances 
there Avas nothing to be said for selling it at a price tvhich in no 
way reflected its scarcity value. ^ 

1 For a full discussion of this question, r. nay article on 'Prices and Costs in N.ation- 
alised Undertakings’, Oxford Economic January 1930. 

- Tliis is especially true of coal and the rail’.va>’ 5 ; it is not true of electricity or 
civil aviation. 

3 cf. I. M. D. Little, Tiie Price of Fuel (O.U.P., 1953). and die Report of the Ridley- 
Committee (Cmd. 8647). Recent increases have in fact brought tlic price much 
nearer to an economic level. 
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But the inxmediately relevant consequence of this pricing 
policy is that sa\dngs in the public sector of industry must be 
zero (if not negative). It foUou'S that total national savings are 
not only lo^ve^ than they need be, but are concentrated either in 
private industr}'- or, through higher taxation, in the Budget 
surplus. It -^s^ould be much better if public industry -were to show 
substantial positive sa\dngs, in order either to increase total 
savings, or to relieve the strain on the Budget, or to ensure that a 
higher proportion of savings accrued in public rather than private 
hands. This would simply require that public Boards ^sTre aUo^ved 
the same latitude as private firms to set their prices in accordance 
with market conditions, and to accumulate reserves. No doubt 
such a poHcy -would be impopular, not least on the Left, ^\■he^e 
the main defence of nationalisation has been that prices have 
risen by less than the average; nor is it without practical difiicul- 
ties (e.g. in relation to Trade Union ^vage attitudes). But the 
overwhelming logic of the proposal may be seen by considering 
the possibility of further nationalisation. It is stnely not proposed 
to nationalise private industries no^v ploughing back huge sums 
each year, and then to amend their price policies in such a w^ay as 
to destroy these annual sa-vings? This W’ould simply necessitate 
higher taxation, or still higher profits in the remaining private 
sector, to make good the loss. 


V The Supply of Savings: (c) 77ie Government 

So far as the government is concerned, there are two aspects to 
be considered: first, the contribution of net government saving 
to long-run economic grov\Th; secondly, the role of fiscal pohcy 
in ensuring stability. 

A reasonable rate of growfth might caU for a level of net govern- 
ment saving not markedly different, as a proportion of national 
income, from the present level : w^Mle a really rapid rate of growth 
would probably caU for an increase in the ratio of government saving 
to national income. If w’^e are to avoid an increase in the propor- 
tion of income taken in taxation, even the first and more modest 
condition requires that government expenditure (in real terms) 
should not grow faster than the national income; while the second 
would require a faU in expenditme relative to national income. 
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The prospect for future government expenditure vas discussed 
in Chapter VI, and the conclusion reached that an absolute rise 
was certain, and that the pressure for a rise even relative to the 
national income was considerable. If the latter were to occur, an 
increase in the proportion of income taken in taxation would be 
required to prevent a fall in net government saving, with adverse 
consequences even for the present rate of grotrth. Similarly it 
might be called for, even if this did not occur, if tve tvanted Itighcr 
(relative) government saving in order to accommodate a more 
rapid rate of grovTh. 

Now any really substantial increase in taxation would probably 
be ruled out, if only by political considerations. Socialists some- 
times forget, in a natural enthusiasm for the benefits which higher 
expenditure will bring, just how unpopular high taxation is. If 
the Labour Party were to be generally credited, however unfairly, 
with a macabre desire to squeeze ever-larger sums out of the 
public, it might fall rather badly in public estimation, and not be 
given a chance to implement its plans in ofiice. 

Moreover there are economic limits to the level of taxation, 
and especially of direct taxation. Wc may even have been ivitliin 
sight of them during the exceptional post-Korcan conditions of 
1951. These limits are certainly much liigher than is assumed in 
the conventional City or business talk, even tvhen this is em- 
bellished by such magisterial pronouncements as that of Mr. 
Colin Clark that if taxation exceeds 25% of net national income a 
hopeless inflation must ensuc.^ Such talk was pure exaggeration, 
as the actual behawour of output showed. But this does not mean 
that we have a completely free hand to put up taxation as much 
as we hke, even ignoring political considerations. Direct taxation 
of marginal earnings must at some point exert an adverse cflcct 
on incentives ; and moreover higher direct taxation soon becomes 
ineffective as a means of increasing savings, since the richer 
classes simply maintain their consumption by realising capital 
assets. 

1 Economic Journal, December 1945. The figure is b.t<cd merely on n nnmbrr 

of alleged historical analogies. Il is not always realised that a high Icrcl of po't-war 
taxation was not unique to Britain, but was the rule in most similar countries. In 
1951 the British Government tool: 32% of the gross nation.al product in l.ix.H)on. 
In Holland the figure was 28%, in Nonvay and Sweden 27%, U.S.A. 26%, and 
Canada 24%. The reasons for high tixation were broadly the same in r.acli 
much enlarged government c-xpcnditurcs on defence and social services, and the 
need for high public savings under conditions of full employment. 
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Similarly there are limits to the indirect taxation which a 
Labour Government could impose. This is not, as socialists used 
to assume, because it is necessarily regressive. It is perfectly 
possible, as the purchase-tax has shown, to impose a proportion- 
ately higher excise on articles of middle- and upper-class con- 
sumption than on articles of worldng-class consumption; and in 
theory one could make a system of excise duties as progressive as 
one Hked.^ 

The hmits are set, rather, by political and economic considera- 
tions. As soon as the total sum to be raised is at all large, it must, 
given the present distribution of consumption, be found mainly 
at the expense of working-class incomes. Aloreover increases in 
indirect taxation are also most unpopular, and may be frustrated 
by electoral repercussions. And, lastly, they may stimulate or 
aggravate a cost-inflation if the working class attempts to maintain 
its net real income by enforcing compensating claims for higher 
money- wages. 

Of course taxes could be higher than they now are.^ Some of 
the Tory cuts in direct taxation might be restored; and there 
are some indirect taxes which could be higher than they are 
to-day. But it is wrong to think that there is an indefinitely 
wide room for manoeuvre here, especially as the taxes which 
have been canvassed in previous chapters on distributive grounds 
- a gifts tax, higher death-duties, a propert)'^ tax, a capital gains 
tax, and a heavier discrimination against unearned income - 
would none of them contribute much to net government savings. 
To a large extent they would be paid out of existing capital assets, 
and ' so would not signiflcantly reduce private consumption 
(at least in the short run). Moreover it has to be remembered 
^at there is always strong pressure, and there are often strong 

1 Even the Romans realised this, and laid a higher rate of customs and excise 
duties on luxuries than on necessities. But then they had very bold and flexible ideas 
about indirect taxation, extending even to putting a tax on eunuchs, (v. Gibbon, 
1909 ed., Vol. I, p. 176.) 

2 The most obvious (and desirable) way of increasing the net ^deld of taimtion 
would be to do something about business expenses, which have now become a simple 
and vadely-used method of tax avoidance. No doubt there are practical difiiculties 
in the way of effective reform. It is not easy to sift the genuine from the bogus, the 
lunch which ■wins an export contract from one v.’hich serves only as excuse for agree- 
able chit-chat. But the problem must be faced. The expenses racket is the one glanng 
exception to the rule that the British are, in matters of finance, the most law-abiding, 
honest and disciplined people in the world. We like to laud it smugly oyer 
countries, claiming much higher standards of civic probity; but we have little right 
to do so as long as we allow the present position to continue. 
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arguments, for reducing some existing taxes at the same time as 
new ones are imposed.^ 

The moral of this for the Labour Party is clear. Since there are 
limits to the amount of additional revenue tvhich the Government 
can raise, both the attainment of a rapid rate of growth and the 
avoidance of inflation (not to mention the winning of elections) 
require that the Party should show' some restraint in its election 
promises, and should have a clear view' of its priorities in the field 
of government expenditure. Naturally increases in social expendi- 
ture win be possible as output rises; and in a decade or so the 
worst of the problem may be over. But the next Labour Govern- 
ment at least must move prudently in tliis field. 


VI Monetary Policy 

As an instrument for maintaining stability and controlling 
short-run demand, the Budget has an asymmetrical character, 
being more effective in one direction than the other. 

It is easy to raise demand through the Budget, and especially 
consumers’ demand, either by increases in expenditure or reduc- 
tions in taxation. It follotvs not only that the Budget would, if it 
were called on to play this role, be a most po\vcrful anti-depression 
weapon, but also that the w'rong Budget at a time of full employ- 
ment can only too easily create or intensify a process of inflation. - 
Thus the negative importance of the Budget as an anti-inflation- 
ary device is crucial. 

But its positive pow-er to cure an inflation by enforcing cuts in 
private demand is, for the reasons just given, more limited. Tliis 
applies especially to consumers’ demand. These reasons arc both 
political - the tax increases may be frustrated, as in 1951, cither 
by the defeat of the Government at the polls or by bitter disputes 
svithin its ranks; and economic - tliey may be neutralised, even 
if they find their way on to the statute-book, by the counter- 
action of taxpayers either in selling private assets or raising money- 
wages. Thus although taxation should theoretically be a variable 
in the Chancellor’s calculations, he is sometimes compelled to 

1 cf. the continuous pressure, from the Labour as well as the Conscrealivc I’-trty, 
to reduce purchase-tax and to increase the various income-tax allowances. 

2 As die pre-election 1955 Budget undoubtedly did. 
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treat it almost as a constant; and his power of manoeuvre is 
limited by this partial inflexibility, in an upward direction, of 
existing tax rates. 

It is true that the Budget is a more effective weapon for reducing 
investment expenditure. As the next chapter shows, the combina- 
tion of investment allowances and profits taxes can be used to 
influence both the savings and investment decisions of private 
industry; and a Chancellor is in a position, if he wishes, to secure 
quite a sharp reduction in investment demand. But of course 
this is not the object of the exercise, which on the contrary is to 
permit a rapid rate of growth based on a high level of investment. 
It is consumption, not investment, which should preferably be 
controlled; and here Budgetary policy is subject to definite 
limitations as an instrument for stabilisation. 

The obvious alternative, or supplementary, instrument is 
monetary policy. This was not much used by post-war Labour 
Governments, which indeed started with a strong ingrained 
prejudice against ‘dear money’. This was due partly to memories 
of the high Bank Rate and mass unemployment of the 1920s, 
partly to a suspicion of any methods which smacked of the 
price-mechanism and a market economy, partly to anxiety about 
the cost of the National Debt, and partly to a traditional (and 
reciprocated) distaste for bankers and aU their ways. Many 
people in 1945, moreover, feared a post-war slump on the 1 920-1 
model, and wished to guard against it by monetary expansion. 

For some time after the war the Treasury therefore pursued a 
deliberate cheap' money policy; and even when this was aban- 
doned, no conscious attempt was made to raise interest rates, nor 
were efforts to control the volume of credit by other means 
particularly efficacious. Succcessive Chancellors wrote appealing 
letters to the banks, asking for restraint in the granting of loans; 
successive chairmen of the banks wrote back saying that they 
would do their best. But this exchange of courtesies had no 
visible effect on the volume of credit, and particularly of advances, 
which continued to rise at a brisk pace. 

Now undoubtedly cheap money brought advantages. It re- 
duced the cost of servicing the National Debt, and eased the 
financial problems of local authorities. Moreover the Labour 
Party was right to resist the orthodox City views. Lo^v interest 
rates and ample credit were not the main cause of inflation in the 

410 



INVESTMENT, SAVINGS, AND INFLATION 

exceptional post-war years, when no practicable rates of interest 
could have eliminated inflationary pressure; nor, more generally, 
are_ rates of interest an automatic regulator of sa\ings and 
investment.^ It was also right to insist that any attempt to com- 
bat inflation exclusively by monetary policy would bring a 
balance not by encouraging savings, which are insensitive to 
changes in interest-rates, but by discouraging investment. 

Nevertheless, monetary policy can and should play some part 
in combating inflation. We do not want a continuous credit 
expansion pulling in the opposite direction to the rest of Govern- 
ment policy, and always tending to raise demand when tlic Gov- 
ernment’s best efforts are directed to reducing it. This only 
throws an additional burden on the Budget surplus and ph>'sical 
controls, and may in pardcular necessitate an abnormally heavy 
increase in taxation which, for the reasons given above, may be 
self-frustrating as an anti-inflationary measure, besides having 
other obvious drawbacks. 

Credit restriction can be particularly useful in two directions. 
First, it encourages economy in stock-usage, and in particular 
reduces the incentive to stock-build if inflation is thought to 
threaten. Considering the decisive role which changes in stocks 
more than once played in the post-war balance of payments 
crises, and how little susceptible they proved either to govern- 
ment exhortation or physical control, tins is a matter of some 
importance. Secondly, it induces some reduction in consump- 
tion, and notably the consumption of tlie better-off classes, by 
causing a fall both in Stock Exchange values and in ‘personal 
and professional’ bank advances. 

So much may be extremely useful. But if pressed beyond this 
point, monetary policy begins to effect a cure by cutting dovsTi 
fixed investment. Tliis is objectionable for two reasons. First, it 
operates in a distinctly haphazard fasliion, far removed from the 
smooth and well-oiled process presupposed in tlie textbooks. 
The restraint on investment is not due to the liighcr interest- 
cost of borrowing. Pre-war investigations suggested, and post- 
war experience has confirmed, that business decisions arc rather 
insensitive to changes in interest rates, the effects of which on 


r For the obvious reason that thc>’ arc not solely, or even mainly, ocierminyi 
by savings or investment decisions, but by tlic demand for and supply o. liquid 
funds. 
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the total cost of most investment schemes are negligible. Thus 
even though the long-term rate of interest rose more rapidly 
between 1947 and 1951 than in any comparable period for a 
century past, the effect on investment ^vas virtually uilT 

The restraint operMes not from the side of demand, but rather 
from that of supply. It follows from the contraction in the volume, 
not the rise in the price, of credit, due to the reduced willingness 
of the banks to lend as their liquidity ratios fall, and declining 
gilt-edged prices put a strain on their reserves. This does not 
represent the rationing of credit by price, nor bring the provision 
of credit under ‘market’ influences, in the Avay desired by ortho- 
dox City opinion. It amounts merely to an intensified rationing 
of credit by the administrative decisions of the banks themselves, 
with individual bank managers becoming the arbiters , of who is 
and Avho is not aUo^ved overdraft facilities. This is a haphazard 
and undesirable method of cutting investment, and ^vould only 
be justified, even assuming that some investment had to be re- 
duced, if the additional elbow'-room created by a restrictive 
monetary policy -were used for a selective and positive expansion 
of more essential investment. 

The fact that monetary pohcy -works not through the higher 
price, but through the administrative rationing, of credit, sug- 
gests that a Labour Government both can and should exercise 
credit restraint -^tithout incurring the attendant disadvantages, 
indeed the appalling -ivaste, of a high Bank Rate: the additional 
strain on the Budget, on the finances of local authorities, and 
(perhaps most serious, though often forgotten) on the balance of 
pa^unents, through the higher cost of interest payments on the 
sterHng balances.^ A faU in advances, for example, might be 
secured by funding operations alone, designed to reduce the 
banks’ hqmdity. Or, if this proved ineffective because the banks 
ignored the conventional 30% liquidity ratio, recourse could be 
had to the po^vers conferred by Clause 4 of the Bank of England 
Nationalisation Act, and a directive issued either enforcing some 
chosen Hquidity ratio, or (as has been done in S%veden) imposing 
a ceiling on advances to particular categories of borrowers, or 

^ V. C. Kennedy, ‘Monetary Policy and the Crisis’, Bull. Inst. Stai., April and 
1952. In Germany also the investment boom of the last few years has coincided wth 
extremely high rates of interest. 

- Though a rise in Bank Rate might still be necessary in certain drcumstances to 
influence transactions in the foreign exchange market. 
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indeed using any of a number of possible methods designed to 
the same end.^ In this way the advantage to the Exchequer of low 
interest rates could be combined with the advantage to the 
national economy of monetary restraint. ^ 

Yet the role of monetary policy should always be limited; for 
apart from the haphazard nature of its impact on investment, 
the very- fact that after a certain point it operates almok exclu- 
sively on investment is itself an argument against it. Of course 
there may be circumstances, as during a sudden and unexpected 
investment boom, when capital expenditure must be temporarily 
curtailed. But in general the preference should be for restraining 
consumption rather than investment; whereas the more heavily 
monetary policy is relied on relative to fiscal policy, the more 
the reverse is hkely to occur. 

A reliance on monetary policy alone is also unsatisfactory in 
other ways. The refusal to use direct controls makes it extremely 
hard to reduce imports while maintaining fuU employment. 
Investment is cut back in a wholly random manner, pardy for 
the reasons just mentioned, and partly because social investment, 
being the most amenable to ministerial fiat, always suffers the 
most savage cuts. And, lastly, the distributive effects are often 
undesirable, since the policy of using the Budget not directly to 
restrain consumption, but (allegedly) to stimulate personal saving, 
requires tax concessions to be made primarily to the richer classes. 

A Labour anti-inflationary policy should therefore rely, for all 
the difficulties mentioned above, more heavily on the fiscal 
weapon and, in the short run, on restraining increases in con- 
sumption. This is not, of course, a desirable long-run object of 
policy - indeed a sustained rise in consumption is the main reason 
for wanting a rapid rate of growth. And consumption will, in 
any event, rise substantially year by year. The case for occasion- 
ally restraining the rate of increase (for that is all it will be) rests 
simply on the belief that we may encounter periodic crises of 
inflation; and that if we do, the right policy is as far as possible 
to protect investment in order to maintain a more rapid rate of 
growth, and hence long-run expansion in consumption. 

1 For a discussion of some of these, v. H. G. Johnson, ‘The Ne^v' Monetary Policy 
and the Problem of Credit Control’, loc. cit., pp. 130 seq. 

2 The -fact that public bodies would be protected from having to pay higher intcret 
rates does not of course mean that their expenditure should never be restrained by 
other methods. 
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This does not mean that a Labour Government should alto- 
gether neglect monetaiv' polic}% On the contrary', it has a useful 
supplementary role to play, and should be employed rather more 
enthusiastically than it was after 1945. But to rely on it as the 
central stabilising weapon tends in practice to be inconsistent 
■ssith the ‘ideal’ economic policy^ which is to plan for a steady 
rate of increase in investment, and for a level of sa%dngs sufficient 
to match this rate. No doubt ideals are not always folly attain- 
able; but they should at least determine the direction of policy^ 
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THE PROBLEM OF PRIVATE PROFIT 


I Profit as Surplus Value for Accumulation 

T he required level of total saving, whatever may happen 
in the field of personal or governmental savings, will cer- 
tainly call for a high level of business savings, and hence 
for high profits in private as well as in public industry. These are 
a precondition of rapid growth, not only for their contribution 
to savings, but also as an inducement to industry to expand, and 
as a source of new capital. So long as we maintain a substantial 
private sector, therefore, socialists must logically applaud the 
accumulation of private profit. 

This naturally raises an acute political problem. Not only are 
high profits unpopular (the more so when they occur under a 
Labour Government which is thought to have the duty of pre- 
venting them), but from the earliest days of the Labour Movement 
they have been anathematised; and for a Labour Government 
deliberately to encourage them seems a betrayal of everything 
that socialism stands for. The problem of profit is thus the central 
economic dilemma facing contemporary social-democracy; and 
attempts to resolve it will arouse profoundly traumatic emotions 
on the Left. The inner contradiction of capitalism, according to 
Marx, was its tendency to huge accumulations of profit. The 
inner contradiction of social-democracy may be its refusal, in 
changed conditions, to recognise the need for such accumulations. 

The social objections to private profit -that it must lead to 
a ‘maldistribution’ of resources, or that it is immoral as an 
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incentive — have already been discussed in previous chapters.^ 
We are here concerned %\ith the economic role of profit iu the 
sense of a surplus for accumulation. 

Even this role has often been rejected, implicitly if not overdy. 
by socialists in the past. This ^vas because &e role of profit as a 
source of accumulation became inextricably confused -ssith the 
Marxist vie^v of profit as ‘exploitation’. In hlaixist theorj", as is 
%s-ell kno^^^Q, labour is ‘forced’ to work for longer hours than 
As'ould be needed merely to produce the goods required for its 
ovm remuneration at existing standards of li\-ing: that is, labour 
produces a total value greater than its cmrent -wage. This smplus 
value, -which would have accrued to the -^vorkers themselves had 
they o^\m.ed the means of production, in fact accrues to the capit- 
alists, -who have ahenated the means of production. It is the 
appropriation of this surplus value in the form of profit -^vhich 
constitutes exploitation. 

But in fact the emergence of surplus value, or profit is in no 
■\ray dependent on the conditions of capitalist production. It must 
occur in any society, -whoever o%stis the means of production, iu 
which one of two conditions are fulfilled. - The first is simply that 
the economy is d^mamic, and not static. Economic gro-vs-th depends 
on the setting-aside of some part of current output for the expan- 
sion or improvement of the instruments of production: that is, it 
requires the deduction of surplus value, and its use as capital for 
investmenL The creation and appropriation of surplus value are 
thus an absolute pre-condition of economic gro^vth. This is equally 
true of a commimist as of a capitalist country'; it is -wholly irre- 
spective of how and to whom the surplus value initially accrues. 
Tire only society -which could forgo the deduction of surplus 
value as capital for investment, that is, ■4\'hich consumed its entire 
output of goods in cmrent eiijoyraent, would be one which had 
resigned itself to a static population, a static standard of fi-ving, 
a static scientific knowledge, and no technical innovation. 

In fact, even in a -whoUy- static society, some surplus value 
would be required to finance the pohtical, military^ and admini- 
strative functions of the state. Those -svho perform these functions 

1 V. Qiapter I\', Section III, and Qiapter V, Section 

- For an excellent discussion of this subject, a. Da\*a, ‘Surplus Valu^ Profit and 
Esgjloitation’, Reviezc of Ecor.ormc Studies, No, 58, 1054-5. These pages cuve a grea 
deal to Mr. Daj-a’s anMj-sis. 
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create no ‘value’ in the Marxist sense; and their remuneration 
must be provided out of the surplus value created by the workers. 
Again this is equally true whatever the relations of production, 
for a communist as well as for a capitalist country. Thus Marxist 
‘exploitation’ can be inferred from, and is a condition of, both 
the fact of economic development and the existence of a central 
state. 

In the light of this manifest indispensability of surplus value, 
or profit, it hardly makes sense for socialists to object to it on 
principle. This of course was quickly grasped by the hard-headed 
rulers of the Soviet Union, who have probably extracted more 
surplus value from their subjects than any set of rulers since the 
pyramid-building Pharaohs. Marx never considered the possi- 
bifity of exploitation in a sociaUst society, since he assumed on 
the one hand that the state would gradually ‘wither away’, and 
on the other that the transition to sociaUsm would take place 
only after capital had already fulfilled its ‘historic function’ of 
developing the productive system to a saturation-point where 
further growth would be superfluous.^ 

These two conditions are naturally never likely to be fulfilled. 
And in Communist Russia, not only is an exceptionally large 
amount of surplus value required and employed for the upkeep 
of a vast military and bureaucratic machine, but the accumula- 
tion of profit for capital formation has been the central, obsessive 
aim of economic policy. The Soviet Government has enforced 
a rate of investment (i.e. extracted a degree of surplus value) 
which not only — or so Communist apologists maintain — exceeds 
that attained by any capitalist country even in the heyday of its 
growth, but also certainly required more ruthless exploitation, 
and more ■widespread suffering amongst a reluctant and back- 
ward peasantry, than ever occurred during the industrial revo- 
lutions of the West. But although one may resent the excessive 
priority given to it in So'vdet Russia at the expense of more humane 
and liberal values, it remains true that capital creation must be 
a prime motive of economic acti'vity in any developing economy; 


^ ‘Marx was in the happy position of assuming that the dirty job of exploiting the 
peasantry and the proletariat would already have been done by the capitalists. 
[They] would already have created an industrial apparatus and technolo^' that 
would have taken production to unknown heights when the socialists would take 
control and get all the glory by distributing equitably all the goods thus produced, 
(loc. cit., p. lot.) 
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and this presupposes the creation of surplus value, i.e. the accu- 
mulation of profit. 

Presumably every British socialist would now concede the need 
for such accumulation. But what bothers him, naturally enough, 
is the fear lest the surplus should be used (or the belief that it is 
already being used) not, or at least not solely, for capital invest- 
ment, but to increase the consumption of the bourgeoisie. This 
possibihty appears to arise from the private ownership of the 
means of production, which confers on the shareholders (or their 
representatives) the choice of how to dispose of surplus value, 
and the power to sequester it for their own consumption. 

Now in fact this possibility does not depend on private owner- 
ship. It also exists in a state-owned economy, where the state 
bureaucracy responsible for appropriating and disposing of sur- 
plus value may equally well use it to allot themselves a privileged 
consumption-position. The possibility of the ‘misuse’ of surplus 
value arises inevitably from the ahenation of the means of pro- 
duction from those who operate them. But under conditions of 
large-scale production, this alienation has little to do with owner- 
ship. The Soviet worker is no more able than the British worker 
to determine the disposal of his surplus value. Conversely, the 
Gosplan manager is as easily able as the British shareholder or 
director to appropriate surplus value not for re-investment, but 
to allocate himself a differential income. In practice, of course, 
he is far more easily able, since he has neither free Trade Unions 
nor political opposition to contend with. In any society in which 
the disposal of surplus value is determined from above (i.e. in all 
except small-scale peasant or syndicalist societies), the possibility 
of its sequestration for privileged consumption must exist. But 
the likelihood of this occurring depends far less on the pattern of 
ownership, than on the strength of democratic institutions. 

The problem facing British socialists is therefore so to use our 
democratic institutions as to ensure that profit in the private 
sector is used primarily for re-investment, and not (either cur- 
rently or ultimately) for distribution to private shareholders - is 
used, that is, mainly as a source of collective capital accumula- 
tion, and not as a form of personal income. Naturally shareholders 
are entitled to an income commensurate with the risks entailed 
in investment. But dividend incomes larger than this are justified 
neither by the performance of an active entrepreneurial function, 
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nor (to put it mildly) by considerations of the right distribution 
of total personal income. ^ The rest of the chapter discusses tlie 
practical methods of securing this divorce between profit as a 
surplus income accruing to the rich, and desei^ang by every 
socialist canon to be squeezed: and profit as a surplus for accu- 
mulation and expansion, deserving by every (sensible) socialist 
canon to be enlarged. 


II Profits Taxation and Savings 

There are three possible approaches: through corporate taxa- 
tion (i.e. to tax the profits themselves in such a way as to dis- 
courage high dividend disbursements), through personal taxation 
(i.e. to allow a free distribution of dividends, but to tax the 
dividends and, more important, the resultant capital gains, in 
the hands of the recipient), or through statutory dividend limita- 
tion. The post-war Labour Governments rehed mainly on the 
first approach; not only was total corporate taxation kept high, 
but there was in addition a differential tax on distributed as 
opposed to undistributed profits. 

This policy was notably effective. From 1938 to 1953 net^ 
trading profits of companies before tax rose by almost 4 times. 
But after tax, preference and ordinary dividends rose by less 
than 20%, while the amounts put to reserve rose by 4I times. 
This striking disparity between the movement of distributed and 
undistributed profits was clearly associated with the increase in 
taxation. Of net profits before tax, the proportion paid in taxa- 
tion rose from 31% in 1938 to 53% in 1953; but this increase 
was wholly at the expense of net dividends, the share of ■which 
(both preference and ordinary) fell from 48% to 16%, \vhile net 
additions to reserve increased from 22% to 30%.® 

The result was significantly to reduce both the absolute, and 
still more the relative, level of real di'vidend incomes, ^^^aercas 

1 V. Chapter XVII for a fuller discussion of both these points. 

® i.e.j aUo\ving for depreciation at replacement cost, and excluding inventor)' 
profits and losses. 

^ For detailed figures, v. Da\ad Walker, *Somc Economic Aspects of the Taxation 
of Companies’, The Manchester School, 1954 J W. Paish, Company 

and their Distribution Since the War’, DistTici Dank Review, June I955j 
Radcliffe Report. 
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between 1938 and 1953 the price level more than doubled, and 
average ^vage earnings approximately trebled, gross (pre-tax) 
ordinary dividends rose by only 50%. Even in 1954, after a rapid 
spurt in distributions under the Conservative Government, gross 
dividends had a purchasing power of only 75% of their 1938 
value, and only 60% after deducting tax. 

The consequence for share values of the fall in the ratio of 
dividends to profits was most marked, since the Stock Exchange 
tends to value shares not by their earnings yield, but by their 
dividend yield. Thus despite the rapid and sustained rise in total 
profits, the index of ordinary shares rose by less than the fall in 
the value of money; and it was not until 1954, after a period 
of more fiberal distribution under the Conservatives, that it 
approached even double its pre-war level. 

It is therefore evident that high corporate taxation can be 
most efiicacious in effecting a divorce beUveen gross profits and 
profit incomes, and in reducing the benefits which would other- 
wise accrue to shareholders from a rise in earnings. The post- 
1953 increase in dividends does not disprove this contention, 
since it has been associated wth two reductions in the standard 
rate of income tax, a remission of Profits Tax, and the repeal of 
the Excess Profits Levy. Consequently the proportion of profit 
paid in taxation has fallen, and the proportion distributed has 
shown a corresponding rise; but the latter would not have 
occmred ^sdthout the former. 

Despite its success in preventing the undue enrichment of 
shareholders, the policy of heavy and differential corporate taxa- 
tion has been criticised, not only of course by Eight-vdng and 
orthodox City opinion, which has consistently preached that it 
was ruinous, but even by some economists on the Left who, while 
rejecting the City case as exaggerated, nevertheless believe that 
business taxation does have some bad effects, and should be 
replaced in whole or in part by personal taxation. These criti- 
cisms call for examination. 

Business taxation might have adverse effects on the total supply 
of savings, the incentive to invest, or the supply of finance for 
investment. These possibilities %\dll be considered in tarn. 

In order to support the proposition that corporate taxation 
reduced total savings, one would need to sho\v first that it Avas 
paid by companies at the expense of their undistributed and not 
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distributed profits, and secondly that the revenue ^vas used to 
increase government expenditure, and not to augment a Budget 
surplus or reduce a deficit. If both these conditions were fulfilled, 
the tax would represent a transfer from private savings to public 
consumption; and if their converse was also true, a tax reduction 
would increase sa\'ings at the expense of consumption. 

It is never possible to assert dogmatically that the second con- 
dition is or is not fulfilled, since one cannot attribute a particular 
segment of government expenditure or savings to the yield of a 
particular tax. But it has been the experience of all recent Admini- 
strations that government expenditure is extremely hard to reduce; 
and remissions of taxation are almost invariably accompanied 
by an equivalent fall, not in expenditure, but in government 
savings. Corporate tax reductions have not proved an exception 
to this rule. 

If such a reduction were used by companies to increase the net 
amounts put to reserve, and not to pay more generous dividends, 
it would follow that the change would have no effect on total 
savings, but would represent only a transfer bet\veen public and 
private savings. But this is unlikely to be the case. It has already 
been shown that the higher taxation (as compared \vith before 
the war) was paid at the expense not of undistributed, but of 
distributed profits: and furthermore than the reduction in busi- 
ness taxation since the Conservatives assumed office has led 
directly to a higher ratio of distribution, and so inevitably to an 
increase in consumption and a relative fall in savings. It is not 
so much the dividends themselves that are significant - since they 
accrue mainly to wealthy people, they attract a very high mar- 
ginal rate of tax - but the tax-free capital gains which follow the 
rise in dividends. The doubling of share prices, for instance, 
would add some ^ 12,000 millions to shareholders’ capital wealth; 
and if only a small fraction of this were spent the increase in 
inflationary pressure would be tremendous.^ 

It is therefore extremely probable that a reduction in corporate 
taxation would increase total consumption and decrease total 
savings (and in addition make wage restraint less likely) ; at any 
rate it is difficult to argue the contrary, that it would actually 
increase total savings. 

1 V. Cmd. 9474, p. 387. 
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m Profits Taxation and Incentives 

The second criticism is that high profits taxation may weaken 
the incentive to invest, and so cause private investment to fall 
below the level permitted by the supply of savings and risk- 
capital. Clearly this- danger did not materiafise in the post-war 
era. From 1945 onwards the main hmiting factor on investment 
was not any deficiency in the wdUingness to invest (or in the 
finance for investment), but rather a shortage of physical resources 
in the capital goods industries (building and engineering). 
Industry as a whole desired (and had the resources) to invest more 
heavily than it was able to do in fact; and its plans had to be cut 
back to the physical capacity available either by licensing and 
other government controls, or by long delivery-dates arising out 
of the fiiU order-books of the firms producing investment goods. 

Thus no reduction in taxation, even had it served its purpose of 
stimulating the incentive to invest, could have increased the scale 
of capital creation; it would merely have heightened the infla- 
tionary pressure, and exacerbated the strain on the engineering 
and building industries. Investment could 'have been increased 
only if other directly competing claims (exports, housing, defence, 
etc.) had been reduced, or, more generally, if the supply of savings, 
^vhich was the ultimate hmiting factor, had been increased. 

However, it might be argued that the posMvar period was 
exceptional, being dominated first by the backlog of demand from 
the war, and later by the inflation set loose by the Korean War: 
and that ^ve are now^ entering on a more ‘normal’ phase, of which 
the events of 1952-3 \vere a foretaste, in which the main hmiting 
factor is one not of physical resources, but rather of business in- 
centives based on profit expectations of a short-term character. I 
argued in the previous chapter that this was in general unlikely 
to be true. But might not high corporate taxation and a bias 
against dividends alter the picture there painted, and dangerously 
weaken the inducement to invest? 

It is not clear at first sight why it should. The differential 
element in the present profits tax exerts a bias in favour of re- 
taining profits, and the greater availabihty of internal finance (as 
compared a non-differential tax giving the same yield) 

itself creates an atmosphere favourable to expansion. And profits 
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taxation is, after all, proportional and not progressive; and it has 
always been conceded that a proportional tax has comparatively 
little effect on incentives. It is often said: ^vhy should a business 
take the risk of expansion when half the profits will go to the 
Exchequer? But this is a misleading question, since it ignores 
the fact that half of any losses are also borne by the Exchequer; the 
loss on one venture can be set off against the taxable profits on 
another, while overall losses can be carried forward and offset 
against future profits. It is thus not correct that profits taxation 
discriminates against risky investment.^ 

It is sometimes said that the bias against high dividends in 
some way affects the personal incentives of business leaders. It is 
not obvious why it should, since most of them own only an 
infinitesimal proportion, if any, of the stock of the businesses 
which they manage.^ It therefore seems unlikely that they wish to 
maximise profits primarily in order to maximise dividends, or 
become less interested in expansion if dividends are held down. 
Such a supposition is contrary both to the reiterated (and no 
doubt genuine) statements of business leaders that they owe 
responsibilities not only to shareholders but also to workers and 
consumers, and that they endeavour to strike a balance between 
the three: and also to the strong conservatism of many large 
companies in respect of distribution policy, and the (overt or 
covert) conflict between management and shareholders’ repre- 
sentatives which this often creates. Many managements to-day 
are at the least indifferent, and occasionally even actively hostile, 
to the claims of shareholders for larger distributions; and the 
dividend-restraint appeals of post-war Labour Chancellors w'ere 
not wholly unpopular in board-rooms, since they provided an 
excuse for doing what many managements instinctively preferred 
to do — namely, give first priority to ploughing-back for further 
expansion. 

^ Except in so far as tliere is a serious risk of total bankruptcy', in tvhich case 
naturally there is nothing to offset losses against. This risk scarcely existspn the ctyc 
of the large public company, which these paragraphs are mainly discussing. Special 
attention is given to the problem of the small private company later. 

2 In the ‘Median Large Company’ (the average of industrial companies with ^3 
million capital or over) the Board as a whole held in 1937 only li% of the issued 
capital (Florence, The Logic of British and American Industry, p. 209) ; there is no reason 
to suppose that the picture has altered since. Similarly in the united Smtes only 
6% of the common stock of the 200 largest corporations is owned by omcers an 
directors, and over half of all officers and directors had holdings that could be 
described as negligible (J. K. Galbraith, in A Surrey of Contemporary Economta, p. io«). 
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So much was evident from the complaints that filled those 
sections of the City Press which habitually adopt a shareholder 
standpoint. ‘This “schoolmarm” attitude towards the Ordinary 
shareholder is one which is far too common among boards of 
directors to-day. In their own minds they divorce the equity 
shareholders from the business and fail to regard themselves as 
merely the shareholders’ agents. For many boards this approval 
of dividend Hmitation from official quarters merely strengthens 
their hand in acting with continued parsimony towards the 
Ordinary shareholders.’^ Even though the ‘parsimony’ has been 
somewhat relaxed since these words were written, it still remains 
true that most managements do not regard the shareholders as 
having the first claim on profits, nor an increase in dividends as 
being the prime aim of business activity. 

From what motive, then, does the modem business leader seek 
to maximise profits? He may do so occasionally in order to 
maximise his own remuneration, if his salary contains a bonus 
element; but mainly he does so, as I have argued in a previous 
chapter, from a mixture of psychological and social motives. 
He tends to identify himself closely with his firm, which comes to 
have for him a genuine personahty of its own, with interests quite 
separate from those of the shareholders. And not only his cor- 
porate loyalty to the firm, but all his personal motives - pro- 
fessional pride, desire for prestige in the business world, self- 
realisation, desire for power — find their fulfilment in high output 
and rapid growth, and hence in high profits, these being both the 
conventional source of business prestige and the ultimate source 
of business power. 

Now from the point of view of these incentives, the absolute 
level of net profits is of less significance than the relative level. 
Business power and prestige are judged by, and depend on, the 
rate of growth of output and profits from one year to the next, 
or the relationships between the profits of one firm and those of its 
rivals. It follows that a flat-rate tax on profits, falling equally on 
one year with another and on one firm with another, since it has 
no effect on the relative magnitudes, wiU have little effect on 
the managerial incentive to maximise profits. It is therefore hard 
to see how either dividend restraint, or a high absolute level of 

1 Investors' Chronicle, 22 December 1951. This sort of rebuke could be multiplied 
indefinitely from the financial press. 
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company taxation, can do much harm to the personal incentives 
of business leaders. 

But even though businessmen might personally like to invest 
more, it is sometimes said that high and differential taxation mil 
prevent their doing so if the investment requires a new issue of 
capital. Such taxation, as we have seen, reduces the ratio of divi- 
dends to earnings ; and since Stock Exchange values are generally 
related to dividends and not to earnings, it follo'ws that earnings 
yields on equities will be unusually high. (They are currently 
2-3 times their pre-war level.) These high earnings yields on 
existing shares, it is said, must make companies more reluctant to 
issue new shares in order to finance expansion; for if the new 
shares are to offer an earnings cover comparable to that available 
on existing shares, the projects for which the ne^v capital is 
required must themselves offer the prospect of an exceptionally 
high rate of profit. Thus high earnings yields, by raising the degree 
of profitability to which new projects must conform, wiU reduce 
the number of such projects which are undertaken, at least if 
outside capital is required for their finance. 

One can never dogmatise about suggestions of this sort, since 
we still know too little about the exact influences which play on 
investment decisions. But I am doubtful if this is in practice a 
quantitatively significant factor. For one thing, the same process 
which, by lowering dividend distributions, raises earnings yields 
on the Stock Exchange, also makes new issues less necessary by 
increasing the amount of retained profits available for expansion; 
and, as we shall see later, in almost every recent year companies 
as a whole have had more funds available for investment than 
they have chosen to invest. And so far as outside capital is con- 
cerned, there is surely little evidence that those public companies 
which have wished to expand more rapidly than they could out 
of their own resources have been deterred from coming to the 
market, or have slowed do^vn their expansion for lack of new 
equity capital. Recent years have seen company after company 
coming to the market for more capital, and indeed finding their 
new issues quickly and greedily snapped up.^ Certainly it is hard 
to believe that this deterrent operates significantly in tlie case of 
the large concerns whose expansion is often of most national 

1 In any case, almost as much outside capital is raised by fi.\-cd-intercst boritnWng 
as by new share-issues (v.i.). 
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importance; and if it does operate with small or new businesses, 
then special measures can be taken, which are discussed later, to 
alleviate their situation. 

Generally, I feel that the social and economic pressures towards 
expansion described in the previous chapter are now much stronger 
than this sort of argument, -wdth its hint of continual nice calcula- 
tions of the exact marginal efficiency of capital, would suggest;^ 
and unless some unforeseen change occurs in the economic (and 
political) cfimate, I should not expect the main limit on invest- 
ment, even at present (or recent) levels of taxation, to come 
normally from the side of business incentives. 

If, however, it should do, there is no need to react by crude and 
indiscriminate reductions in profits taxation; for governments 
now -wield a powerful weapon for inducing more investment, 
and one which can, moreover, be employed with no undesirable 
results on di-vidend pohcy or share values. 

This is the investment allowance, first introduced in the 1954 
Budget, and now temporarily suspended. It has been accorded 
curiously Httle discussion. ^ 'VMiereas income and profits taxes 
are a positive tax on company sa-vings, the investment allo^vance 
is a negative tax or subsidy on investment,® Thus -under a com- 
bination of the two a company pays less tax, the more of its profits 
it re-invests and the less it distributes or puts to reserve; and 
conversely. By varying the tax and/or the subsidy, governments 
can exert a strong direct pressure on the investment as well as the 
savings decisions of industry. 

This may be seen by taking, as a reductio ad absurdum, the 
extreme case of 100% rates. A 100% investment allowance would 
mean that companies paid no tax on that part of their profits 
Avhich they re-invested, and that a company which re-invested all 

^ Even on the assumption that such calculations can ever be made, except in the 
crudest terms, in the light of the fact that new issues are normally required not to 
finance a single project, the expected rate of profit on which might be calculated 
■with some degree of precision, but a continuous process of expansion, often in a 
■variety of different lines of production. 

- Though I ventured to call it, in a speech on the 1954 Finance Bill at 3 o’clock in 
the morning, ‘a completely new fiscal device of great moment . . . one not seen 
before, but which \sill be criticised or supported for many years ahead’. [H.C. Deb., 
-Vol. 528, col. 2176.) It has now been discussed in some detail in Mr. Kaldor’s recent 
book {An Expenditure Tax). 

3 So in most cases was its predecessor, the initial allowance, contraiy to the con- 
ventional view (supported even by the first Millard Tucker Committee) that it ■(vas 
only an interest-fi^ee loan. {v. my article ‘The Initial Allowances Reconsidered’, 
The Banker, September 1953.) 
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its profits had a zero tax liability.^ A ioo% profits tax would 
mean that all profits not re-invested would go to the Exchequer, 
and that a company which invested nothing would pay its entire 
profit away in tax. This combination would give rather a strong 
inducement to managements to invest, since the only alternative 
would be to let the Inland Revenue have the lot. (The induce- 
ment would be even stronger, given the pofitical bias of most 
managements, if a Labour Government were in office. The dis- 
incUnation to surrender everything to what Gibbon once called 
‘the insolent vexation of the farmers of the revenue’ would then 
be overwhelming; and there w'ould be a positive rush to cheat the 
farmers by raising capital expenditure.) 

This hmiting case illustrates the fact that different combinations 
of negative and positive tax wU give different scales of preference 
between investment and non-investment. Furthermore, different 
combinations of investment allowance, distributed profits tax, and 
undistributed profits tax will give different scales of preference 
between investment, dividend distributions, and the accumula- 
tion of reserves. Thus it is possible, in principle, to find a com- 
bination which will give any desired degree of investment, total 
yield from profits taxation, and level of dividend payments; and a 
Labour Government could encourage investment by raising the 
investment allowance, yet prevent either a fall in the total yield 
of profits taxation, or an increase in dividends, by simultaneously 
raising the rates of profits tax. (This is clearly preferable to a 
straight reduction in profits taxation; not only would this lead to 
a loss of revenue, but there would be no guarantee that the sums 
remitted would be used for higher investment, and not for higher 
dividend payments.) We therefore have in the investment allow- 
ance a reserve weapon of no little precision and power, should 
industry prove to have too little incentive to capital formation. 


IV Profits Taxation and the Supply of Risk-capital 

The discussion has already touched indirectly on the third 
alleged danger of heavy business taxation, that it may adversely 

^ And despite the fact that the entire cost of the investment could be written off 
for tax in the first year, the company would still receive the normal depreciation 
allowance over the life of the investment, A ido% investment allowance would thus 
mean that it could ultimately set 200% of the cost of the investment against its tax 
liability. 
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affect the supply of risk-capital, so that companis cannot invest 
as much as they -would like for lack of the necessar}- finance. 

This has not occurred so far, despite all the talk in the City and 
industty' to the contrar)\ The National Income Blue Books sho%v 
that in almost ever\^ year aggregate profits are more than sufficient 
to pro\dde for tax liabihties, di\adend and interest pa-\Tnents, and 
investment in fixed and -working capital, and still leave a sub- 
stantial surplus for repaying bank indebtedness, buying securities, 
or lending in other wa}^. Even after tax, imdistributed profits and 
depreciation allowances have risen by more since before the -^sur 
than gross investment in stocks and fixed capital, so that whereas 
in 1938 company sa^dngs and investment roughly balanced, in 
the last fe-sv years companies have been net savers and lenders to 
other sectors of the economy to an extent vaty-ing from ;^200 
millions to nearly -£600 millions armuaUy.^ 

Such figures are, of couise, in money terms, and take no 
accoimt of the higher cost of replacing fixed assets and financing 
stocks. But even if depreciation is calculated at replacement cost 
and stock appreciation excluded from company sa\Tngs, com- 
panies have still had, in almost ever)' year, an excess of avail- 
able resources over total net capital formation at home var)-ing 
between ;^200 and millions a year. In real as \s’eU as in 

money terms, the net sa\ings of companies have increased since 
before the -war by more than their investment: and the higher 
taxation has been at the expense, not of company sa\dngs, but of 
shareholders’ incomes.^ 

There has thus been no question of a general shortage of finance 
acting as a brake on investment, and still less of an ‘erosion of 
capital’ in industr\- due to high taxation. Such a notion is incon- 
sistent not only -^dth the above figiues, but also %\ith the huge 
increase in industrial output since 1938, and no^\• -^tith the figures 
recently made available shov,-ing a substantial increase in fixed 
capital in industr)^ since before the war.^ 

But of course the situation might change in the future, as 

1 r. Xatior.'il Incomt crA ExpcrAilurc, 1955, Table 45. These figures are still heaiily 
positive e\-en v.-hen allcnv-ance is made for investment abroad. 

- V. tValker. loc. dt., Paish, loc. dt., and Philip Redfem, ‘Net Investmimt in Fixed 
•Assets in the U.K., 1938-53’ (paper ddrvered to the Royal Statistical Sodets'). 

3 r. Redfem, loc. dt. The net -s-alue of all fixed capital assets rose (at constant 
prices) by 10% bettveen 1938 and 1953: the increase in manufacturing industry s%-as 
as much as 25%. 
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companies seek, and physical resources permit, a higher level of 
investment, with a correspondingly greater strain on industry’s 
financial resources. The fear most commonly expressed is that the 
low distribution ratio which high taxation enforces may make it 
too difficult for companies to raise outside finance, since these 
‘artificially’ low dividends will not suffice to attract the necessary 
volume of risk-capital from shareholders. How important, then, 
is the shareholder as a source of new capital ? 

It must be noticed, first, that British industry has historically 
been largely self-financing, except for new businesses. Even a 
generation ago, when personal savings were relatively much higher 
than now, they were channelled mainly into foreign investment, 
housebuilding, railways, and the utilities, leaving industry to rely 
largely on its own ploughed-back profits.^ 

This tendency is still evident to-day - indeed, as was pointed out 
above, the same discriminatory tax on distribution which reduces 
the reward to shareholders also increases the amount of undis- 
tributed profits, and so makes recourse to outside finance less 
necessary. To a significant extent public companies to-day are, 
as they have always been, self-financing, and can carry through 
their investment programmes wthout recourse to the market and 
without the need, therefore, to offer inducements to investors in 
the shape of very much higher dividends. Some two-thirds of 
new capital expenditure by private industry financed out of 
undistributed profits; and the proportion is certainly higher for 
public companies. To this extent, the relation between dividend 
payments and industrial expansion is less close than is sometimes 
imagined. 

Even to the extent that public companies do have recourse to 
the market for new funds, they need not always offer very generous 
dividend prospects. It is an illusion to suppose that ‘risk-capital’ 
consists solely of equity capital. Much industrial borrowing 
takes the form not of share issues, but of debentures and fixed- 
interest-bearing loans of various kinds. ® The popularity of such 
issues in recent years proves at once that investment in large 

1 tt. F. W. Paish, ‘Sources of Finance for British Industry’ {Financial Times, ‘Annual 
Survey of the British Economy in 1952’). 

^The proportion of new borrowing which took this form was 36% from 1933 to 
1938, and has averaged nearly 40% since 1949 (though the figures shotv large ycar- 
t^year fluctuations due to changes in profits tax or rates of interest, and to the in- 
clusion in particular years of large issues by a few giant firms). 
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British companies is not considered particularly risky, and that a 
large volume of funds is available to take up stock which offers no 
possibility of a rising income. Moreover much of the supply even 
of equity capital is in search only of a steady yield shghtly above 
that obtainable on gilt-edged, combined with a high degree of 
security. This apphes — not, it is true, to wealthy private investors 
— but to a significant extent to institutional investors, and also to 
many small investors who have neither the time nor the inclina- 
tion to be constantly on the phone to a stockbroker in a daily 
search for capital gains. ^ 

Thus since a high proportion of new capital is found from inter- 
nal sources, and since of the remainder a further proportion comes 
from fixed interest-bearing bonds, ^ and since of the residue 
obtained from new share issues a further proportion is subscribed 
by investors in search of security rather than large capital gains, it 
seems unlikely that the lower level of distributions (which after 
all still offers the prospect of some annual increase and capital 
appreciation) will have much influence on the overall supply of 
new capital. 

This conclusion is supported by the experience of other coun- 
tries whose rate of investment is higher than our own, yet where 
a conservative and even ungenerous attitude is adopted towards 
the claims of shareholders. Norway, which can boast the highest 
post-war ratio of fixed investment to gross national product of 
any country in Europe, has actually maintained a statutory 
hmitation of dividends. Sweden, investing nearly 20% of its 
gross national product and enjoying a particularly rapid rate of 
productivity-increase, has had only a moderate rise in dividends 
and share values since the end of the war; new share-issues play 
a minor role in the supply of new capital, which comes mainly 
from company reserves, bank credits, and bond issues; no one 

1 In fact the institutions largely dominate the netv issue market, since it is only 
here that they can buy in large quantities without (so huge are the funds which 
they weld) forcing prices up against themselves. And since they cannot (at least the 
life assurance and pension funds), in \’iew of their fixed future obligations, stay out 
of the market for long, they constitute a supply of new capital which is comparatively 
inelastic to changes in dividends or the prospect of capital gains. 

2 The same is also true in the U.S.A. An analysis of corporate financing in 1953 
by the Department of Commerce showed that industry financed its requirements to 
the extent of S22 billion through retained earnings and depreciation, compared 
•with only $7.6 billion through new borrowing; and of the latter figure $5.2 billion 
took the form of loan stock, and only §2.4 billion of new share issues (preference as 
well as ordinary). 
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worries too much about the relation between share values and 
asset values; and the social and pohtical climate is such that it 
would scarcely occur to industry to behave in any other way. 

But the most striking example is that of Germany. Here is the 
country eulogised by the champions of private enterprise not 
merely for its unmatched investment record, but also for its 
alleged attachment to the classical virtues of laisser-faire and high 
rewards for risk. Yet the whole spectacular post-1948 German 
expansion of output and investment was accomplished with only 
the bare shadow of a free capital market, and indeed with the 
whole financing of industry largely a matter of State dirigisme. 
What market existed was dominated by municipal and state 
borrowing, and to a much lesser extent by industrial fixed- 
interest-bearing issues. Industrial share issues played a negligible 
part, and in 1953, for example, a year of very heavy private 
investment, accounted for only 9% of new issues in the market - 
and even this small fraction represented mainly the results of 
company reconstructions, and not the issue of fresh capital. 

Thus almost the entire German expansion of fixed investment, 
which has so rightly alarmed opinion in this country, was carried 
through by a process of self-financing, bank credits, and govern- 
ment funds. Approaches to the market for new capital were on a 
negligible scale; and the role of the shareholder, and of dividends, 
was insignificant.^ Nor can this be put down solely to exceptional 
post-war factors, since it is well known that German industry has 
never rehed at all heavily on new public issues of ordinary shares, 
or been at all generous in its distribution pohcy. The German 
experience should at least give people pause before they assume 
that new issues of equity shares must always be the predominant 
source of new capital, or that any limitation of dividends must 
inevitably slow down the rate of growth. 

In any case, the argument for more generous dividend pay- 
ments in Britain would be a good deal more convincing if dividend 
increases showed any correlation in practice -with changes in the 
demand for outside equity-capital. But they do not. In 1953, for 
example, private manufacturing investment showed no increase, 
although companies commanded ample liquid resources and all 

^ The most striking example of self-financed growth was provided by Volkswagen, 
whose entire expansion of output (at very competitive prices) from 1 948 was financed 
out of retained profits - and indeed without making any dividend payments to any- 
one, since the firm had no shareholders. 
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new issues on the Stock Exchange (which in fact were unusually 
few in number) were heavily over-subscribed. Yet it was also a 
year of large dividend increases. Nor cotild the further rise in 
dividends in 1954 and 1955, though these were admittedly years 
of rising investment, be adequately related to a greater need for 
outside finance. This suggests that decisions about dividend policy 
bear much less relation than is often supposed to future capital 
requirements, and much more to all manner of other (often semi- 
pohtical) factors. Indeed no' one who follows the City Press 
regularly, and the comments on companies’ dividend decisions, 
could ever imagine anything else. 


V The New or Small Business 

Nevertheless, even though industry as a whole has sufficient 
monetary resources at its command, this need not be true of every 
type of firm; and it is often suggested that high taxation bears 
with especial severity on the new or the small company trying to 
expand. Such enterprises have already been hit by the altered 
pattern of personal savings - the transition firom the "wealthy 
investor, willing to chance his arm on a ‘long shot’, to the small 
and medium saver looking for safe and often institutional outlets 
for his money. Nor do they gain from the rise in the corporate 
savings of large established firms, for these, if they are surplus to 
requirements, are invested in gilt-edged stock or used to repay 
debt; they are not lent to other and more risky enterprises. 

On top of this, such businesses are the worst hit by high taxa- 
tion. The greater the total weight of tax (ignoring for the moment 
the differential element), the less expansion can be financed from 
ploughed-back profits, and the greater the need for outside finance. 
But in procuring outside finance the large firm has a distinct 
advantage over the small. Offering, as it does, better security, it 
can more easily obtain bank accommodation; it can procure 
long-term capital without much difficulty from its o^\'n share- 
holders by means of rights issues; and if it must go to the market, 
it can do so at a substantially lower cost. The small company, 
by contrast, finds recourse to borrowing both harder and more 
expensive, and must therefore rely more heavily on its retained 
profits. By reducing these, profits taxation puts it at a pronounced 
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relative disadvantage; and this will be greater, the more rapidly 
it wishes to expand. 

Investment will then tend to be concentrated, it is said, in the 
large established firms with ample liquid resources and a high 
credit standing. This wiU both encourage monopoly, and dis- 
courage precisely those rapidly-expanding businesses whose growth 
is most vital to economic progress. Even if companies as a whole 
have sufficient financial resources, therefore, there wU be a less 
efficient allocation of new savings. 

The facts may be as stated; but I suspect that the harmful 
consequences are sometimes exaggerated. As to the cause of the 
situation, it carmot be simply post-war taxation, since the same 
facts were in evidence before the war. It has long been the case 
that many small and medium firms, wishing to expand faster 
than their retained profits would allow, have been unwilling, or 
unable save at extravagant cost, to go to the new issue market. 
This was the notorious ‘MacmiUan gap’ in the facilities for new 
borrowing. 

But whatever the cause, how serious are the consequences? 
First, to encourage large firms to grow still larger is not neces- 
sarily the same thing as encouraging monopoly. A growth in 
scale will lead to monopoly only if the size of the market remains 
unchanged. But the market for most products expands pari passu 
with the general rise in output and incomes ; and moreover new 
markets are constantly being developed as new products are dis- 
covered,- and new tastes created. So far, these two influences - 
the growth in scale and the growth in the size of the market — 
appear roughly to cancel out. In the U.S.A., where alone detailed 
figures are so far available, no marked increase has occurred in 
the degree of concentration, certainly not in the economy as a 
whole, and not even in all individual industries ; the share of all 
industrial assets accounted for by the largest loo corporations 
has remained constant at about 25% since igog.^ 

It is conceivable, it is true, that a system of taxation which bore 
too heavily on the small, expanding firm might alter matters, 

p ^ addition, a considerable turnover at the top, ranging from to% to 

20 ^ annu^ly amongst the 500 largest corporations — i.e., between 50 and 100 ne%v- 
comers each year rise and displace existing firms from the list. Only preliminary 
ngi^es are available for Britain ; they suggest that the degree of concentration increased 
between 1939 ^tid 1950 (despite the high taxation), and has slightly 
increased smce 1950. \ r o 


DI 
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and increase the monopoly power of the existing giants in each 
industry. Yet even this is far from certain. The competitive chal- 
lenge to such giants does not come predominantly from new or 
small firms. It often comes from other large firms in the same 
industry, now that the picture is so frequently one of ohgopoly 
— a small number of (still competing) large concerns ; and ohgo- 
poHstic competition, although it seldom takes the form of price- 
wars, can be exceedingly fierce, as is sho^\'n by the history of the 
U.S. motor industry.^ Or it comes from imports, or from anti- 
trust action by the government, or (still more commonly) from 
the development of close substitutes or entirely new products. 
Or, lastly, it comes from estabhshed firms in other industries 
seeking diversification either in order to spread their risks, or 
simply to find a profitable use for spare resources - and this' type 
of competition is positively aided by large retained profits and 
low dividend distributions, since firms are constrained by the 
availabihty of finance surplus to their own requirements to seek 
outlets for investment in other industries. We must therefore dis- 
tinguish betw^een encouraging size, and encouraging monopoly.® 

And encouraging size is not (at least up to a certaiu point) 
always bad for economic progress. Especially in those technically- 
advanced industries on which our industrial future primarily 
depends, such progress often demands both a scale of capital 
investment, and an expenditure on technical and scientific re- 
search, which are beyond the resources, human as ■well as finan- 
cial, of any except large concerns. This does not mean that new 
or small firms can never be progressive or efiicient — only that 
a system of taxation which favours large estabhshed companies is 
not necessarily bad for economic progress. 

Of course there -will be cases, as under any pohcy, where such 
a system has bad results - cases where excessive retained profits 
are accumulated, and invested not in new physical assets, but 
simply in gUt-edged stock designed to provide a comfortable 
feather-bed for the senior directors’ declining years. It is the City 
theory that it would be better in such cases, and easier under a 
different system of taxation, if these profits -were paid out in 

1 And soon be shown, if present expansion plans are carried out, by the British 
motor industry. 

“ In any event the damaging monopolies in Britain are not such few large, single- 
firm monopolies as we possess, but the trade association cartels based on some form 
of market-sharing agreement. 
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higher dividends, which would then find their way back, via a 
‘healthy’ investment market, to more efficient and expanding 
firms in need of capital. But this is unrealistic. It is much more 
likely, given the low savings propensities of most shareholders, 
that the dividends would be absorbed into higher consumption, 
and so diminish, instead of re-allocating, total savings. If this is 
to occur, it would be preferable that the higher consumption 
should accrue not to shareholders, but to consumers in the 
form of lower prices; or let the ‘wasted’ savings be transferred 
to the State, and thence re-allocated,' by even higher profits 
taxation! 

But of course this motive for accumulation is much less common 
than the desire to undertake expansion ■without the need for out- 
side finance; and it is likely to be still less common in the present 
expansionist atmosphere than it was in the cautious, pessimistic 
atmosphere of the inter-war years. One caimot alter the entire 
system of taxation to deal \vith a few exceptional cases. 

But to revert to the new or small concerns, the argument about 
their diminished role under present-day conditions is, Hke the 
argument to the contrary, only a personal judgment, which may 
be ■wrong. Even if it is right, they clearly have some role to play, 
and should be strongly encouraged to play it; and moreover 
the greater the relative economic importance of the large public 
company, the more attention should be paid to the small firms on 
wider social grounds. And they may indeed find difficulties in 
respect of new finance. But this is not an argument for reducing 
taxation or encouraging high dmdends in the whole of industry. 
There is no point in making gratuitous gifts to the shareholders 
of every industrial giant in order to help the small concerns; 
and their hardships should not be allowed to determine our 
entire policy for the private sector. We should therefore maintain 
a tight hand on the distribution policies of public companies, but 
take special measures to aid the small firms most affected - 
if necessary, and if the pre'vious argument is found to under- 
state their role, to the extent of flooding the small-firm sector 
■with offers of capital; though some of these measures would 
also aid large firms in the event that this should prove necessary. 

The most ob'vious way of helping small firms only would be to 
make corporate taxation more progressive at the lo\ver end of 
the scale. A minor element of progression already exists - Profits 
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Tax is not charged on the first ^^2,000 of profit, and is charged 
at a lower rate up to 2,000; and this could be increased either 
in respect of the Profits Tax, or by granting a larger investment 
allowance on the first ;^x,ooo of capital expenditure. 

Secondly, the existing financial institutions might be encom- 
aged or compelled to invest a higher proportion of their fimds 
in industry. Some eminently respectable City opinion no^v accepts 
the vie^v that the insurance companies and pension fimds, ha\'ing 
in effect succeeded to the role of the ^vealthy pri\'ate investor, 
should logically, from a national standpoint, be more venture- 
some in their investment pohcy. At present the insurance com- 
panies, the largest of the institutional investors, invest some 
I2%-I5% of their fimds in ordinary shares. WTien they are urged 
to raise this proportion, they reply that their first duty is to their 
pohc}'-holders, who ^vant security and are not insuring in order 
to aid British industr}’^ in its financial difficulties: their purpose, 
they say, is prudential, not eleemosjmar}'. This is a natural 
ans^s-er; but many experts beheve that with so large a field over 
■which to average, these companies could participate more fiiUy 
in industT)' ■s\ithout in any -way jeopardising the rights of polic}'- 
holdem.^ In any event, it is filogical that in a planned economy, 
in •^vhich the supply of finance plays so central a role, these huge 
blocks of funds should be managed with no pubhc super\ision or 
compulsion to harmonise A\ith Government pohcy. The case for 
nationalising industrial assmance, already strong on social- 
welfare grounds, is surely irresistible ■vsffien considerations of 
control of the capital market are also added. 

Thirdly, the Government itself might step in either to pro\ide 
ne^v capital to firms needing it, or to reduce their need for it, 
or to bear part of the risk of ne^v projects. Governments already 
use a variety of means to attain these ends: the guaranteed sales 
contract for part or all of the output of a scarce product (as was 
done ■\sith titanium and hydrauhc presses for airframes), the 
development contract (-widely used in the aircraft industr>^), the 
construction and lease of factories (as in the Development Areas) ; 
or, finally, the State can bear the entire risk itself, and build and 


1 The historical reason for investing only a modest proportion of insurance assets 
in ordinarj- shares -.■.-as the belief that these v.-ere subject to sharper market fiuc^- 
tions than other forms of investment. But this is much less true imder full employ- 
ment than it tvas in the inter-tvar period. 
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own the plant as a public concern. All these methods are capable 
of further development. 

Acting less directly, the Government has also combined with 
the financial institutions to set up the Industrial and Commercial 
Finance Corporation to provide long-term capital to. sound small 
and medium enterprises w'hich find difficulty in obtaining it 
through the normal channels. But admirable as its work has 
been, the Corporation’s scale of operations has been too limited, 
and (perhaps naturally in its early days, and considering that 
its funds come mainly from private institutions) its outlook too 
cautious, to make more than a marginal diflference to the 
situation. 

It has therefore been suggested^ that the Government might 
set up a national investment corporation, equipped with funds 
from the Budget surplus (and perhaps acting in conjunction with 
the Death-duty Commissioners proposed in an earher chapter), to 
participate in the equity of private firms without, however, inter- 
fering in their management. The condition is important. Many 
firms faced with a shortage of new capital are yet reluctant to 
surrender part of their equity even to an insurance company, and 
a fortiori to the Government, because they fear outside control 
and interference with their management. Rather than succumb 
to this, they may prefer to slow down their rate of growth to 
what their ploughed-back profits will permit. It is therefore im- 
portant that any such government body should eschew attempts 
at control, and behave as passively as an ordinary shareholder. 
If not, the corporation will be manned, and funds provided, but 
its waiting-room may be empty of applicants. 

And indeed it would be a wholly unsuitable body to exercise 
control. Socialists must remember (in this and other contexts) 
that the control of industry, and the supply of capital to, or the 
ownership of shares in, industry, are two distinct functions, call- 
ing for quite different types both of personnel and administrative 
machinery. 

Lastly there is the possibility of a reform in banking policy. 
We sometimes forget that Britain is exceptional amongst indus- 
trial countries in the refusal of its banks to extend long-term 
credits to industry (either directly or through the purchase of 
securities). In many other countries, the banks play a much larger 

r V. E. C. E., Economic Swvejf of Ettrope in 1935, p. 113. 
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and more positive role in the supply of new capital; and it might 
well be argued that the unusual British separation of banking 
and industry, while perfectly logical in the days of the wealthy 
private investor, had lost its justification to-day. It is surely 
curious that the banks have made virtually no adjustment in 
their policy towards industry, despite all the social and economic 
changes of the last two decades; and even in the City influential 
voices are occasionally to be heard advocating such an adjust- 
ment.^ Certainly there is no reason, in the fight of experience 
elsewhere, why we should treat existing banking policies as 
sacrosanct, or utterly reject a move towards industrial banking, 
if the supply of new capital should ttim out to be seriously 
inadequate. 

In the fight of all these possibilities, it is not clear why high 
corporate taxation need create a desperate shortage of new capital, 
even for smaller businesses, nor why an advanced and mature 
economy like our own should confess itself unable to find new 
sources of money-capital to finance investment for which the 
need, and the demand, are equally strong. Given a willingness 
to experiment, I can see no reason w^hy difficulties on the side 
of finance, due to high taxation, must either hold back invest- 
ment as a whole, or cause it to be seriously ‘maldistributed’. 


VI The Choice Facing Socialists 

\ I conclude that the alleged di-effects of high business taxation 
have been exaggerated in the past, and that ample counter- 
l! measures are open if they should materialise in the future.^ We 
^ can thus choose dispassionately, Avithout being stampeded by 
terrible forewarnings, between this and other methods of pre- 
venting shareholders from gaining disproportionately from the 
high profits inevitably associated with rapid growth. 

1 cf. the 1955 Presidential address to the Institute of Bankers by Sir George Erskine. 

- Though there is certainly a case for simplifying our present system of business 
taxation. There is little to be said for making companies liable for tts'O separate 
taxes — income tax at the standard rate and profits tax. It would be better to 
separate personal and corporate taxation altogether, and impose a single Prtrats 
Tax on companies (though it could still be at different rates according to whemer 
profits ^vere distributed or not). The rates could then be varied up or down without 
affecting personal taxation, and vice versa, (p. the Minority Report of the Radclifie 
Commission, pp. 382 seq.) 



THE PROBLEM OF PRIVATE PROFIT 

There are two other possible methods. The first would be to 
transfer aU or part of the taxation of the shareholder from cor- 
porate to personal taxation; the second would be the statutory 
limitation of dividends. 

The latter, for the reasons set out in Chapter XVII, would 
be the most complicated of all possible methods, and should be 
treated as a possibihty of last resort. But there is much to be said 
for a partial transfer as between corporate and personal taxation, 
by combining a capital gains tax -with perhaps some reduction 
in profits taxation.^ The former is not necessarily much more (or 
less) efficient from an economic point of view. But it is certainly 
more equitable and efficient from a distributive point of view, 
since it both falls on gains as they are actually realised by the 
individual (in contrast to corporate taxation, which is very hap- 
hazard as bet^veen individual gains), and taxes gains on other 
forms of property besides securities. But it can only be a partial 
substitute. There are powerful incentive reasons why it must be 
a flat-rate and not a progressive tax; and business taxation could 
therefore not be w'hoUy revoked \vithout an excessive gain to 
the rich. 

Whatever combination of methods is finally chosen, there is 
no evidence yet to suggest that we cannot run a nndxed economy 
at a high level of employment and a healthy rate of gro^vth, but 
■without a progressive enrichment of the shareholder at the ex- 
pense of the rest of the community. The social, economic, and 
technological pressures towards expansion appear, in our type 
of society, to be so strong, and the supply of national sa'vings so 
likely to be the ultimate limiting factor, that a policy of com- 
bining high profits with low profit-incomes need not hold back 
the rate of growth by endangering either the demand for, or the 
supply of, new capital. 

Some LefMving economists, it is true, might not accept this 
conclusion; and the ivhole attempt is of course in the nature of 
an experiment. But the more one considers the experience of other 
countries, the more one becomes convinced that there is no unique 
source of supply of new industrial capital, no unique position 
that the shareholder needs to occupy, and no unique level of 
property-incomes necessary for the growth of capital. All these 
can be, and are, conditioned by social, cultural, and historical 

^ V. Chapter XV, Section IV, for a discussion of the capital gains tax. 
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factors. It is the task of the Labour Party, if we accept, as I per- 
sonally do, that the mixed economy both has great practical 
advantages and is in tune with the incHnation of the British 
people,, so to condition these attitudes that the experiment suc- 
ceeds. 



XXI 


THE DETERMINATION OF WAGES 


I Wages and Labour Mobility 

M any socialists would like the Government to have a 
detailed policy for wages, as part of a planned policy 
for personal incomes as a whole ; and many commenta- 
tors of all political persuasions are dissatisfied with the laisser- 
faire, sectional character of wage-bargaining as it now exists. 

Wage determination must always be an issue of exceptional 
intricacy, since a wage fulfils so many functions. It has the direct 
function, as measured against the price-level, of deciding the 
wage-earner’s real income ; hence it is mixed up with social and 
ethical questions of the right distribution of total income. It has 
an economic function as a necessary supply price of various kinds 
of work-supply: of labour into a particular firm or industry, of 
certain skiUs or types of labour, and of wilhng physical effort. 
And lastly it is an important cost of production, and hence an 
influence on the price-level, the balance of payments, the com- 
petitive efficiency of industry, and so on. These various aspects, 
partly economic and partly a matter of social value judgments, 
■wiU never point to a unique ‘optimum’ level or distribution of 
money wages; and wage determination must always be a rather 
confused, uneasy process of balancing opposing considerations. 

The two aspects which have attracted most discussion in the 
post-war period, and on which attention is concentrated in this 
chapter, are first the influence of wage policy on the distribution 
of labour, and secondly the danger of a rvage-price spiral. 

It is often argued that the ‘competitive sectional’ character of 
collective bargaining must lead to a very rigid wages structure. 
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Each Union in turn, acting independentiy, and without regard 
either to the national interest or to the effects on other workers 
of its own decisions, puts in a separate wage-claim; other Unions, 
anxious to maintain the traditional relationships, then do hke- 
wise, and the result is an all-roimd increase which leaves the 
relativities exactly as they were before. With imemployment this 
may not matter, since the movement of labour is then a function 
less of relative wages than of relative employment-opportunities. 
But imder full employment, with every industry offering jobs, 
labour mobility requires that relative wages should alter; and 
this win not occur. 

Now it is doubtful if labour mobility is, in practice, primarily 
a matter of wage differentials. But in any event relative wages 
do respond to the pressure of supply and demand even under 
full employment; and the last few years have witnessed consider- 
able changes in the British wages structure. Indeed, ‘the main con- 
trast is between a relatively stable inter-relationship of ^vage-rates 
in the unemployment period and a considerable shift in this rela- 
tionship in the full employment period’.^ To take a few examples, 
the percentage increase in weekly earnings for aU industries be- 
tween 1938 and 1948 was 114; but for coal it was 206, and in 
agriculture the minimum wage nearly trebled. From 1947 to 
1955 miners increased their average earnings by nearly a 
week, shipbuilders and dockers by 105-., railw’^aymen by ;^4, 
cotton workers by lOJ., and farm workers only by ^2 10s. 

Moreover, the earher movements occurred at a time of general 
excess demand. If an ‘undermanned’ industry gained a wage 
advance, there was nothing in the market situation to prevent 
or discoxnrage other industries from granting comparable increases 
in order to protect their labour force; the higher wages could 
be passed on to the consumer with little risk of a loss of sales. 
But in a non-inflationary state of full employment, when total 
demand for commodities is in rough balance ^vith total supply, 
such an escape would be less easy. Large wage increases could 
be passed on only at the risk of falling sales, and employers in 
industries not suffering from an acute shortage of labour would 
be much less docile about following wage concessions made 
elsewhere. Thus relative wage movements are more likely if 

1 AUan Flandere, ‘Wages Policy and Full Employment in Britain’, Bull. Inst. Stai., 
July and August 1950. 
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general excess demand is absent; and the changes that occurred 
in the inflationary decade 1938-48 are the more remarkable. 

Furthermore, in the absence of excess demand, variations in 
employment-opportunities will be superimposed on variations in 
wage movements even in a fully-employed economy. This influ- 
ence was masked during the inflationary years, when virtually 
every industry was short of labour. But once the seller’s market 
gave way to a buyer’s market abroad, and the inflationary pres- 
sure abated at home, changes in final demand again assumed a 
more normal importance. Businesses were now liable to find 
their sales hmited not by their physical capacity to produce, but 
by the size of the market and the efforts of their competitors; 
and they might be faced, especially if producing for export, with 
sudden changes in demand which often compelled a reduction 
in their labour force. The textile industry has found this to its 
cost in the last few years; and the result has been a considerable 
redistribution of labour in the textile areas. In a competitive, non- 
inflationary economy, especially an export-oriented one like our 
own, changes in the relative intensity of demand for labour udll in- 
duce a considerable degree of mobility even under full employment. 

The extent of this mobility, in an economy in which the unem- 
ployment rate virtually never rose above 2 % of the insured popu- 
lation, is much greater than people commonly suppose. From 
1950 to 1953, labour force in the engineering, shipbuilding, 
vehicles and metal goods industries rose by some 200,000 (about 
6%). This was made possible partly by a grow’th in the total 
labour force, but also by net declines in the labour force of other 
industries. Textiles and clothing contracted by 35,000, transport 
and communications by 38,000, agriculture by 48,000 and public 
administration by 27,000. There is little sign here that either a 
‘dose of unemployment’ or a national wages policy is needed to 
induce mobility. In the words of a journal very critical of post- 
war economic pohey, ‘one at least of the consequences that many 
people have always feared from brimful employment - that there 
would be insufficient labour mobility - does not seem to have 
materialised in practice’.^ 

1 The Economist, i October :955, p. 59. As the same journal remarked on another 
occasion, ‘labour mobility, as is well known, is always too low; . . . but most of the 
right jobs in the British economy somehow manage to get filled’ (6 March J 954, 
p. yiy). But these sensible remarks in the ‘Business Notes’ did not prevent continual 
references on the leader-pages to the ‘rigid’, ‘frozen’, or ‘immobile’ British economy. 
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The belief to the contrar}- in the inrmediate postAvar years 
■was largely a reaction to the structural problem then presented 
by the so-called ‘undermanned industries’.^ This appeared so 
formidable as to create an atmosphere bordering on despair, 
especially as it ^\•as falsely conceived to be typical of vdiat -^vas 
to be expected tmder conditions of full emplo^mient. 

But no-w that the economy has shaken do^\•n to a more normal 
condition, ^ve can assert -vsith reasonable confidence that in the 
absence of inflation -we do not need a central -svages policj’^ in 
order to secure an ‘efiBcient’ degree of labour mobility. This 
does not mean that no indi^ddual problems (e.g. coal) exist, nor 
that all -wage differentials and relati\dties are completely rational, 
or justified on either social or economic grounds.^ It only means 
that relative '^vage movements do occur: that they occm: broadly 
in the right direction; and that firom thi<; and (mainly) other 
causes a movement of labour also occms on a generally satisfactorj" 
scale. And if the problem of securing mobility should prove -worse 
in the future — if. for example, automation should create particu- 
larly ‘sticly^ and localised pockets of redimdanc)’ - the ans^ver 
is much less hkely to be foimd in a national -wages policy' than 
in a more \dgorous government policy' for vocational re-training, 
subsidies tocvards the cost of mo-cdng, and control over the loca- 
tion of ne%v industry. 


n Wages and Price Inflation 

The second, and more persistent, fear ^vas that sectional -wage- 
bargaining ^s'ould inevitably lead to a continuous vs'age-price 
spiral as the Unions exploited a bargaining position enormously 
strengthened by the seller’s market for labour. The resultant 
wage-inflation must have such disastrous effects — on exports, on 
the position of fixed-income receivers, and on the prospects for 
soci^ stability generally - that full emplojment and fi-ee v.-age-' 
bargaining would in the end prove incompatible. It was, in any 

1 For an account of this problem, v. my Uvo articles in Bull. Inst. Slat., May and 
July 1949. 

~ The}- would be more rational than the>' are now, e\-en without a deliberate yages 
policy, if government-administered prices v.-ere sometimes more rational: this v.-as 
espedally true of coal prices, and therefore miners’ v.-ages, for much of the post-war 
period. 
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case, illogical as well as impracticable to plan all other sectors 
of the economy, but leave wages uncontrolled. 

This view was at one time common to many economists and 
most Left-wing intellectuals. Sir William Beveridge (as he then 
was) wrote that ‘there is no inherent mechanism in our present 
system, which can with certainty prevent competitive sectional 
bargaining for wages from setting up a vicious spiral of rising 
prices under full employment’.^ From the Left, the authors of 
Keeping Left wrote that ‘a democratic socialist economy caimot 
operate successfully if wage-fixing is left either to the arbitrary^ 
decision of a wage-freeze or to the accidents of unco-ordinated 
sectional bargaining’ while Mr. Grossman in his Fabian Essay, 
after writing that ‘profits, wages, and salaries are still determined 
not by any conditions of national interest or social justice, but 
by the traditional methods of laisser-faire; under conditions of 
full employment, this must result in a continuous inflationary 
pressure’, went so far as to define this as one of the three 
spheres in which ‘welfare capitalism’ fell short of socialism.® 
The conclusion was always the necessity for a ‘national wages 
policy’. 

Much of the argument along these lines was somewhat crude. 
It was sometimes even forgotten that rising productivity gives a 
considerable margin for wage increases without the need for 
equivalent price increases. More commonly, the behaviour of 
wages abroad was left out of account; and prophecies were made 
about our competitive position in export markets rvithout reaUs- 
ing that other countries also had full employment and rising 
wages. And much of the talk of an uncontrollable spiral ignored 
the facts both that many ‘administered’ prices do not move 
automatically with rising wages, and that even ordinary com- 
mercial prices often react rather slowly owing to institutional 
time-lags - e.g. the time betiveen a change in the cost-of-hving 
index and the submission of a wage claim, and the period of 
negotiation or arbitration on the claim. The consequent ‘sticki- 
ness’ of prices makes it unhkely that an uncontrollable upward 
spiral ^vill be touched off by a small initial change. 

Moreover certain advantages of wage increases ^vcre ignored. 
For one thing, unless wage rates are rising, there must be a steady 

^ Full Employment in a Free Society (Allen and Unwin, 1944), p. 199. 

“ p. 47 * ^ New Fabian Essays, p. 26. 
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redistribution of relative income away from those (usually less 
well-paid) workers on minimum time rates, towards those ^vho 
are paid by results, and whose earnings rise automatically \vith 
higher output. There may (although this is more doubtful) be 
some link between rising wages and managerial efficiency. 
Furthermore, movements in relative wages can in practice be 
secured only if the general trend is upwards, with some ^vages 
rising faster than others; a constant level of wages would imply 
that some wages had to be cut while others rose, and this is of 
course out of the question in the fight of the strength of the Trade 
Unions. And there may even be some advantages in (gently) 
rising prices, in respect, perhaps, of business investment decisions, 
the yield of taxation, the burden of debt, and even the mainten- 
ance of full production. Post-war experience in Europe suggests 
that stable or falling prices can sometimes be achieved only at the 
expense of production; the monetary stringency necessary to keep 
prices down also has the effect of keeping output down, and 
stability is bought at the cost of stagnation. 

Nor is the balance of payments necessarily worsened by a rise 
in prices. If prices are rising in other countries, the only alterna- 
tive to an upward revaluation of the pound, if the terms of trade 
are not to become unfavourable, is that British prices should also 
rise. Indeed the pound might be undervalued, and the balance 
of payments require a rise in British prices, for reasons other than 
a rise in prices elsewhere; most economists would argue that this 
was the case for some time after the devaluation of 1949. 

Naturally none of this means that a severe price-inflation does 
not have damaging consequences too obvious to need emphasis- 
ing, or that wage-movements may not be responsible for an 
excessive rise in prices. It only means that we must keep some 
sense of perspective in the matter: and that more margin for wage- 
increases perhaps exists than some of the enthusiasts for a -wages 
policy were inclined to concede. 


m The Experience of the Post-war Years 

We have now had a decade since the end of the war from which 
to draw conclusions. Even so the conclusions cannot be final, for 
almost half the decade was dominated by exceptional post-war 

446 



THE DETERMINATION OF WAGES 

or Korean influences. Nevertheless ive can extract some prima 
facie evidence from the behaviour of prices and wages since 
1945 - 

People sometimes speak as though Britain has been in the grip 
of a continuous and rapid price-inflation for the whole of this 
period. This is not the case. The value of money has, it is true, 
fallen sharply since 1945. But the fall has been largely concen- 
trated in particular years, which have alternated -vvith years of 
comparative price-stability. 

The period falls into five fairly clear divisions. From the end of 
the war to mid- 1948 prices rose rather sharply, due less to the rise 
in import prices (which was largely offset by subsidy increases), 
than to a condition of general excess demand at home. From 
mid- 1 948 to mid- 1 950, on the other hand, both prices and wages 
were comparatively stable. Import prices were fairly steady, 
subsidies were unchanged, and the excess demand had largely 
been squeezed out. Prices rose by only 2% in 1949 and 3% in 
1950, and wage-rates by 5% between March 1948 and September 

1950. 

Then came the years of the most rapid inflation from end- 
1950 to mid-1952. This was of course mainly the result of the 
Korean War. Import prices rose by almost half, and subsidies 
were not (and could not have been) increased to take the shock. 
In addition, excess demand returned to the labour market 
as an inevitable consequence of the large rearmament pro- 
gramme j and to make matters worse, dividends began a rapid 
climb which touched off a major Stock Exchange boom. The 
rise in import prices "svas reversed in mid-1952; but the benefit 
to the internal price-level was offset by a large reduction in food 
subsidies. 

There followed another period of comparative stability, lasting 
from mid-1952 to mid- 1 954. Import prices were not rising, sub- 
sidies remained fairly steady, and excess demand again dis- 
appeared from the labour market. Prices rose by only in 
^953 j ^nd by less than 1% during the first half of 1954; the 
figures for Avage-rates were 3^% and 2% respectiv-ely. Lastly, 
there ivas a recrudescence of inflation beginning in the winter of 
^954"55 wage-increases again began to gather pace. This 
^vas caused by a revival of inflationary demand in the labour 
market and a deliberate rise in a number of administered prices 
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(e.g. rents, coal), accompanied by a some\\-bat extravagant 
increase in dividends.^ 

The same discontinuity can be observed if 'ive study not the 
retail price-level, but the beha\dour of wage-costs. This is natur- 
ally the significant index so far as export pric^ are concerned. 
Labour costs (that is, -wages and salaries per unit of output) rose 
27% in the economy as a whole between 1948 and 1954, and 
in manufacturing rndustr)^ by 20%. But two-thirds of the rise in 
the economy as a ^vhole, and the entire rise in manufacturing 
industry, occurred in the ‘Korean years’ 1950-2. From 1952-4 
the rise in the -wdiole economy was 4%, in aU industr}* 2i%, and 
in manufacturing industr}^ i -7% (-^rith complete stability in the 
years 1953 and 1954). ^ 

I conclude from these figures that the case for a national 
■wages polic}^ is not definitely made out on the grormds that fiiU 
emplo}Tnent must ipso facto induce an autonomous -wage-inflation. 
For a substantial part of the period the rise in -ivages was at a 
rate (say 3-4% per armum) which could be accommodated by 
rising producti\it5'^ -srith only a ver)’- gentle rise in the price-level, 
such as has, in fact, been historically normal save in periods of 
depression. And those years in -^sdiich there -was a clear ‘inflation- 
ary’ element in the ^vage-rise, and the value of money -^vas 
declining at a thoroughly imdesirable rate, "were years character- 
ised by general excess demand, or -^dolent movements in import 
prices, or significemt changes in a dminis tered prices, or excessive 
increases in dividends. ’iNTiere none of these influences was present, 
there was no clear sign of a serious wage-induced inflation. 

Nor, indeed, even -when these influences were present, and the 
value of money falling sharply, did the anticipated adverse 
consequences for the balance of paAunents materialise. Thus it is 
true that prices and wage-costs rose somewhat (though not 
sensationally) faster than in either Germany or the U.SjL 
The fact that the)' did -was hardly surprising. The American 
economy proved to be still subject to periodic recessions -which, 
though insignificant by historical standards, -were yet sufScient 
to exert a periodic downAvard pressure on prices and ^vages, and 

1 The percentage increase in di^adends in January-July over tne pre\'ious ^ear 
\V 3 S 9 in 1053, 22 in T95 1. and 21 in 1955- Dhidends in 1954 3 ^ ^ 

output, 20 times as fast as prices, 5 times as fast as wage-rates, and 3 times as fast as 
earnings; and in 1955, 4? 5 ? 3 times and twice as fast respecti^'ely- 

” r. Treasury BzdUim for Industry^ August 1955- 
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hence to depress the average rate of price-inflation over the whole 
period. In Germany, the labour market situation ^vas exceptional 
owing to the persistence of large reserves of labour which weakened 
the bargaining power of the Unions; the rise in wages lagged 
behind the rise in output per head, and it was only in 1955, when 
the economy at last came up against the full employment ceiling, 
that the Unions (and hence wages) began to behave in a manner 
typical of full employment. 

But the rather more rapid rise in British prices and wage- 
costs did not, until recently, create serious difficulties in export 
markets (save for the exceptional period in 1949 when almost all 
world currencies had to be adjusted in the light of the under- 
valuation of the dollar). This was partly because our export prices 
in any case rose by much less than domestic prices (due to the 
fact that since 1950 most of the rise in the latter has been in 
items, such as food, rents, and fuel, which do not enter significantly 
into manufacturers’ costs) ; partly because the devaluation of 1949 
gave us a considerable margin to spare ; and partly because world 
prices as a whole were also rising for much of the period, so that it 
was actually desirable for British prices to rise in sympathy if the 
pound was not to be de-stabilised or the terms of trade to worsen. 
The constant fears that we were about to be priced out of our 
export markets did not materialise; and in most years price was 
less of a limiting factor on our exports than the degree of sales 
effort exerted by manufacturers, and the length of delivery- 
dates (both reflecting excess demand in the home market and 
inadequate export capacity). 


rv Excess Demand and Dividend Increases 

However, we caimot rely on being permanently granted tins 
latitude for 'iimocuous’ wage increases; and in any event the 
internal consequences of the periods of rapid price-inflation were 
markedly disagreeable. We must tlierefore examine the four 
influences mentioned above as being apparently responsible for 
the occurrence of such periods; and consider how to eliminate 
them. 

The existence of excess demand for goods (that is, an excess 
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over supplies forthcoming at current prices) 'vsill reflect itself 
partly in a deterioration in the foreign balance, due to higher 
imports and/or lower exports: but also in a rise m the price of at 
least some co mm odities.^ This rise may be expected to touch ofiT 
additional wage-claims. 

But the most direct effect on wages comes from the existence of 
excess demand in the labour market itself. This both further 
strengthens the bargaining position of the Unions (and the 
inflated level of profits acts as an additional inducement), and at 
the same time makes employers, anxious to hold their labour, 
more inclined to concede the Unions’ claims, and even themselves 
to initiate sub rosa ivage increases in order to poach labour from 
their rivals. 

Hoi\- much does this matter? It used to be argued on the Left 
that excess demand mattered comparatively little, proUded that 
the situation was ultimately held in check by subsidies and price- 
controls on the one hand, and wage-restraint by the Unions on 
the other. 

This too optimistic a \iew. Quite apart from its possible 
effects on the price level, excess demand has adverse consequences, 
•which ■^\ill not be prevented by any controls -whatever, on both 
manufacturing efficienc}’’ and the level of exports.- Moreover 
price-controls and subsidies, though possible -sveapons in a short- 
term emergenc}’^ situation, are ineffective against a permanent 
tendenc}' to inflation. A continued rise in subsidies must ultim- 
ately deprive the Chancellor of his freedom of manoemTe, in 
addition to pre-empting revenue which might be better used in 
other directions. And controls, whether over prices or investment, 
since in practice they can be made effective only in the central 
and hence more essential sectors of the economy, in the long run 
simply encomage excessive profits, wage-increases and investment 
in the relatively inessential sectors. 

Nor is it right to expect a deliberate, formal polic)^ of •wage- 
restraint on the part of the Unions. It is not the responsibilit)' 

1 This aoplies especially to (home-produced) food prices, v.'hich. ncr.v that v.t 
have largely returned to free maiiiets. are very semitive to changes in d em a n d (much 
more so t>r?-n manufactured prices). In 1955, for example, this -ivzs a simiificant cauK 
of the 10% rise in food prices, which in turn was largely responsible for the rise m 
the cost-of-liring index as a whole. 

- r. Chanter XIX, Section II, where a discussion of the meaning of ‘excess demand 
will also found. 
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of the Unions to determine whether or not we have a price- 
inflation. This is the responsibihty of the Government, which 
should create, by its fiscal and monetary policy, those economic 
conditions in which the action of Unions and employers %vdll lead 
(broadly) to the price-level which it desires. To put this responsi- 
bility on the Unions is to reverse, or to attempt to reverse, their 
entire traditional function: to convert them from wage-bargaining 
organisations mainly concerned to advance the interests of the 
workers, and on this basis enjoying the loyalty of their members, 
into organisations primarily concerned with national economic 
policy. The result could only be to deprive them of the confidence 
and loyalty of their members, who would no doubt turn to the 
Communist Party instead, with disastrous results for ^vorking- 
class solidarity, if not for democracy itself. 

In any event, a policy of official wage-restraint can never, in 
the long run, be effective against excess demand. Not only wU 
the Union leadership be compelled after a time, either by the 
disaffection of its members or the activities of the Communists, 
to give it up: but even while it formally lasts, it will not stop 
wage-increases. If profits are at an inflationary level, and all 
employers desperately short of labour, then whatever is happen- 
ing to national wage-rates we shall have a steady upward ‘wage- 
slide’ as sub rosa local increases are granted; and this will eventu- 
ally engulf the whole policy of restraint.’^ One cannot indefinitely 
hold a position if the underlying economic forces are pulling 
hard in the opposite direction. The first condition of reasonable 
price stability, therefore, is the avoidance of demand-inflation - 
which is in any case to be desired for tire other reasons set out 
in Chapter XIX. 

The second possible cause of excessive wage-claims is an exces- 
sive increase in dividends - and the psychological atmosphere 
which often surrounds such an increase. Thus in 1953-4, aldrough 
retail prices were fairly stable, there was a surprising amount of 
wage-unrest which appeared to derive, in part at least, from the 
impression created by the Conservative Government, as it prated 
of a free economy, that its role in economic affairs %vas simply to 
preside over a general scramble for higher incomes : and that the 

1 V. Trade Unions and Full Employment (Swedish Confederation of Trade Unions, 
*953)> for an excellent discussion of this point, and indeed of the whole question of 
wages policy. 
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Crippsian era of patriotism and restraint had given -way to a 
new social climate, in which everyone fought for all they could 
get. 

Now moderate increases in dividends will not have much effect; 
but rises of 20% per annum, such as occurred in 1954 and 1955, 
may well be an incitement to excessive wage claims. Nor is this 
reaction irrational, as businessmen and financial vTiters appear 
to suppose. It is true, of course, that the amounts involved are 
quantitatively insignificant, in the sense that if spread thinly 
over all wage-incomes they would make htde difiference. But this 
is no reason why the Unions should accept them quietly, since 
they still imply that shareholders’ real incomes are rising faster 
than real wages, and hence that the rich are gaining relative to 
the poor.^ There is no reason why this should be welcomed. In 
any event, as a matter of psychology, it -will be impossible to 
persuade the Unions to accept restraint if industry declares itself 
prosperous enough to indulge in a dividend spree. 

As the previous chapter showed, fiscal poHcy can be adjusted in 
such a way as to enforce almost any desired ratio of dividend 
distribution; and the taxation of capital gains is another method 
of hmiting the reward to shareholders. A higher total taxation 
of the shareholder than now, however divided between personal 
and corporate taxation, is therefore probably a condition of a 
non-infiationary wage situation. What we still do not know is 
whether this \vill prove sufficient, or -whether, for psychological 
reasons, statutory hmitation might not also be required. I per- 
sonally doubt -whether it wiU, under normal circumstances, and 
provided the other conditions for price-stability are present; but 
we must wait for more experience before coming to a final verdict. 

There is an allied point here. The suspicion created by a di-vi- 
dend boom may be part of a -wider suspicion that wages are not 
obtaining their ‘fair’ share of a rise in producti-vdty. Now ^vage- 
eamers have no prescriptive right to all the fimits of higher pro- 
ductivity, since ^s might be due to improved management or 
the installation of more capital, rather than to greater efforts on 
their part. In any event, whatever it was due to, it might be 
argued- that the benefit should accrue to the consumer in the 
form of lower prices, or to old-age pensioners, or capital invest- 
ment. 

1 V. Chapter XVII, Section V, for the justification for this statement. 
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But this sort of argument proves very little about rvagcs policy. 
First, as to where the credit lies, one can never definitely impute 
a rise in output to one factor of production rather than another. 
Secondly, the right distribution of the higher output, which is 
certainly an issue of cardinal importance from the point of view 
both of social policy (which requires that a significant fraction 
of it should accrue to social service beneficiaries) and the needs 
of economic gro%vth (which require that a further fraction should 
accrue to savings), is nevertheless nothing to do with the wage- 
bargain. It is a direct responsibility of the Government, to be 
achieved mainly through fiscal policy; and it should not be 
sloughed oflf on to the shoulders of management and the Unions. 

And the fact remains that if productivity is rising fast, and 
with it profits and dividends, the workers feel entitled to a sub- 
stantial share of the proceeds. Pieceworkers and all those paid 
by results will, of course, automatically gain a share in the form 
of higher earnings. But timeworkers will not; and since they are 
normally the lower-paid amongst the workers, they wll naturally 
become extremely discontented.^ 

There may therefore be a case, as was argued in Chapter XVI, 
for linking wage rates as well as earnings more formally to move- 
ments in productivity. This can occasionally be done by a bonus 
system operated by a single firm. But it is for discussion whether 
the Unions might not establish a more definite fink in national 
wage-bargains, and project the link some years ahead. This is 
already done in some American collective agreements, along the 
lines of the 1950 ‘Treaty of Detroit’ bet^veen General Motors and 
the auto union; one recent agreement,^ for example, provides 
for an annual, automatic 3% ‘productivity’ increase in wage- 
rates, in addition to a cost-of-living escalator clause. If a more 
formal link could be established, so that the workers kne^v their 
wages would rise proportionately and automatically vdth rising 
productivity, there might be a good deal less suspicious wage- 
unrest than there is to-day. 

^ For the importance to Union attitudes of tlic position of timeworkers on minimum 
wage-rates even in industries where they are in a small minority, r. Report of the 
Court of Inquiry into the 1953-4 engineering dispute (Gmd. 9084). 

- Between General Electric and the International Um'on of Electrical Workers. 
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V Administered Prices and Import Prices 

The last common cause of \rage instability is a prior increase 
in the cost-of-Hving. This must be due to some external factor, 
since in a progressive economy \vith rising productivity one would 
naturally expect prices to fall; or at least one would not expect 
them to rise of their o%\'n accord, causing the Unions to put in 
wage-claims in order to maintain the value of real -wages. 

The external factor might be a rise in ‘administered’ prices, 
that is, in prices controlled by the government in accordance 
■with other than market or commercial criteria. This could occur 
through a cut in subsidies, an increase in indirect taxes, a rise 
in controlled rents, or an increase in the prices of goods sold by 
nationahsed industries where these had previously been held 
beloAV their economic level. Any of these might touch off addi- 
tional wage-claims; and aU, of course, could be avoided if the 
government so chose. ^ 

The importance of administered prices is much greater than 
is commonly supposed, if only because they bulk so large in the 
cost-of-h-ving index. Indeed if we exclude the effects of the Korean 
War, their behaviour explains a surprisingly large part of the 
price movements of recent years. Up to 1950, the Government, 
using subsidies, price and rent controls, and its po^vers over 
nationalised industries, dehberately prevented the British cost-of- 
hving from adjusting itself fully to the world-\ride inflation then 
occurring. Since 1952, however, by -which time the post-war 
price inflation had largely spent itself in the world outside, 
British Governments have equally deliberately levered the cost- 
of-h-ving upwards towards the world price-level. This explains 
the contrast since 1952 between price stabihty in most other 
Western countries, which had already largely completed their 
post-war adjustments, and a continued price inflation in Britain, 


^ It does not of course follow that they always should be avoided. They may have 
compensating advantages, even from an anti-inflationary point of view. Thus a rise 
in purchase-tax, although it might lead to higher svage-claims, would also reduce 
demand and hence the degree of inflation in the labour market. tVhether it was 
justified or not would depend on what weight was to be attached to these considera- 
tions respectively. But I certainly do not share the view of some Labour spokesmen 
that any increase in purchase-tax automatically justifies a compensating wage- 
increase - there are circumstances when working-class consumption may have to be 
reduced - any more than the opposite vietv that any reduction justifies a wage-cut. 
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as we finally embarked upon our own adjustment five years later 
than the rest of the world.^ That this inflation was primarily 
due to the behaviour not of manufactured prices, but of admini- 
stered prices, may be seen from the fact that almost the rvhole 
rise in the retail price index since 1952 has been in food (caused 
partly by the cut in subsidies), fuel and light (caused by the 
deliberate increase in coal prices), and rents (again a deliberate 
rise). 

But there may be some mild encouragement here for the 
future. A large part of the adjustment of controlled or subsidised 
prices to more normal levels has now occurred; and this parti- 
cular cause of wage-instability should at least be weaker from 
now onwards. 

But the most characteristic non-wage cause of a rise in prices 
is a sudden rise in import prices, such as occurred in 1 950-1. 
In the long run, the wage level must probably adjust itself to 
such a rise. But in the short run, if there seems a danger of a rvage- 
price spiral getting out of hand, there are temporary counter- 
measures which might be taken. 

The most obvious is to subsidise the retail price index. This is 
not easy if import prices are rising fast. First, the subsidies must 
be paid for out of taxation which does not itself raise prices, that 
is, out of direct taxation. Secondly, if the object is to maintain 
the working-class standard of living as well as to secure wage- 
stabihty, the higher direct taxation must fall wholly on the 
wealthier classes, and cause them to reduce their consumption 
correspondingly. This again is not easy at present tax levels, 
since the wealthier classes are both able and udlling to maintain 
their consumption in the face of higher taxation by drawing on 
personal capital; and to the extent that they do, the purchasing 
power of the workers is increased by the subsidies wth no dimi- 
nution in purchasing power elsewhere, and a demand inflation 
is inevitably generated. 

But subsidies might still play a temporary role in restraining 
wage demands even though they effected no transfer of consump- 
tion from rich to poor, nor even stabilised the rvorking-class 
cost-of-living as a whole. This would occur if the Unions, in 


1 From January 1952 to cnd-1955 British retail prices rose by 16%, despite a fall 
in import prices of 7%. During the same period, retail prices scarcely moved in tlie 
U.S., Germany, and France. 
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deciding on wage-demands, paid more attention to the behaviour 
of food prices than to either the total working-class cost-of-hving, 
or real standards of working-class consumption. ^Vage-claims 
could then be damped dovm by an increase in food subsidies 
(or the subsidisation of an agreed ‘basket of goods’)^ ev'en though 
this were financed by higher taxation which feU (partly at least) 
on the workers themselv'es. 

^Tiether the Unions are in fact more amenable to a fall in real 
disposable wages brought about by a rise in the price of semi- 
luxuries or by higher income taxation, than to one efiected by 
a rise in the price of food, one cannot be sure. But if they are, 
their attitude may not be as illogical as is sometimes supposed. 
It was suggested in a previous chapter that a sharp rise in food 
pric^ often had harmful social results, whether or not total real 
wages were maintained, on account of the redistribution of family 
income, away from the vsife and children towards the husband, 
which it caused.- Moreov’^er (though the two points may be 
linked), it does in fact appear that a fall in real wages brought 
about by a rise in prices is exceptionally unpopular. Kevmes in 
a famous passage once talked of the wage-earners’ ‘money illu- 
sion’, meaning by this that they were vrilling to accept a fall in 
real wages through a rise in prices, but not through a cut in 
money wages. But to-day the British public seems more suscep- 
tible to the opposite — a ‘price illusion’. They are content to 
accept stability of real wages if money wages and prices are both 
constant, but not if money wages and prices are both rising by 
equal proportionate amoimts; and a rising cost-of-hvdng, ev-en 
though wage-earners’ total real consumption is fuUy sustamed, 
breeds a particularly strong hostility to the Administration of 
the day. 

There may therefore be an argument for a temporar}' polic)" 
of subsidisation in the ev^ent of an unusually sharp rise in import 
prices. But there are also arguments against it. Subsidies are easy 
to increase, but hard to reduce; and as a long-rrm form of social 
payment, especially at a time when a Labour Chancellor v\ill be 
faced vriA many other mgent social claims, they are not by my 
means satisfactor5\® Moreover to the extent that the subsidv 

1 r. G. D. N. tVors\rick, ‘Personal Income Policj-’, Thi British Econou'j, i945-i950> 
Ch. 14 . 

2 V. Oiapter \TI, Section \TII. 3 r. Oiapter \Tr, Section \TII. 
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policy was effective, the terms of trade would worsen; and if 
the pound was not allowed to appreciate the balance of pay- 
ments would suffer. An increase in subsidies should therefore be 
treated as a defence of last resort. 

Another possible short-term measure ^sfould be the imposition 
of price-controls on a range of essential goods. As a long-term 
policy this is also open to objections (discussed in Chapter 
XXIV) but as a temporary measure for preventing or 
moderating a menacing wage-price inflation, it may have some 
good effect. It is sometimes said that to attack rising prices is 
merely to attack the symptom, and not the basic malady, which 
is the existence of excess demand. Indeed some people argue that 
to hold prices down will increase the inflationary gap, wliich 
can only be closed (if no action is taken to reduce demand) by 
allo%ving prices to rise until the money value of available goods 
equals the money value of total demand. 

Even if this were true, price-controls might still be useful for 
coping ■with a price inflation due to rising import prices, and not 
fundamentally to excess demand. But in fact they may also be 
useful in the latter case, since demand is hea\dly influenced by 
expectations. The typical inflationary situation is one of a general 
expectation of a continuing rise in prices. Buyers then rush to stock 
up before things get worse, and so raise the total level of demand. 
But the imposition of price-controls may eliminate tliat part of 
the demand which is based on the expectation of further price 
increases; and it here attacks not merely the symptoms, but one 
of the underlying causes of the inflation. There is evidence from 
American researches that the announcement and enforcement of 
price-controls can have this effect in practice, and so significantly 
reduce the inflationary pressure.® 

A combination of price-controls, subsidies, and a temporary 
‘wage-freeze’ negotiated -with the Unions, might be a possible 
stop-gap policy if a rise in import prices threatened to touch 
off a really rapid wage-price spiral. But it could only be a stop- 
gap. If world prices have risen significantly, then cither the 
British price-level or the rate of exchange must eventually move 
in sympathy. In theory there is much to be said for having a 

^ I am relerring here only to anti-inflationary price-controls on a tsidc range of 
goods; there is a strong case for selective price-controls as an anti-monopoly measure. 

® V. Katona, P^’chological Analysis of Economic Behaviour, Ch. 12. 

457 



ECONOMIC GROWTH AND EFFICIENCY 

floating rate of exchange, and allowing this to take the strain. 
This would no doubt cause mutterings in the corridors of the 
International Monetary Fund, and frowns at the Bank of Eng- 
land, which might not matter very much. But there are serious 
practical objections to a floating rate, which may rule it out as 
a solution ; and if we exclude also a once-for-all upward revalua- 
tion of the pound, then a rise in the domestic wage and price 
level is positively to be desired in order to prevent the terms of 
trade from deteriorating. It is then a matter of using fiscal and 
monetary policy to keep the rise under reasonable control, and 
taking measures, notably in relation to social service beneficiaries, 
to prevent a haphazard and unwanted transfer of real income.^ 
But it is hardly hkely, unless shooting breaks out again, that we 
shall face another situation as formidable as that of 1951. 


VI Practical Objections to a National Wages Policy 


If we do not, and if governments attend to the other matters 
mentioned in the two previous sections, I doubt if a ‘national 
wages policy’ is called for. In any event, I see grave difficulties 
about applying such a pohcy in Britain. 

It is said that it works well in other countries - in Holland, 
for example, or Scandinavia. In fact there is a great deal of 
doubt as to whether it works well at aU - in Holland it seems to 
be breaking do^ra, and in Sweden wages are far from being under 
proper control. But in so far as it does work, this appears to be 
due to a historical background quite different from anything 
known in Britain - highly centrahsed Union and employers’ 
organisations, or continuous spells of Socialist government, or 
the absence of a mihtant shop-stewards’ movement, or a highly 
developed sense of social sohdarity, and a rare freedom, as com- 
pared with Britain, from ^vorker-employer class hostility. Even 
if none of the other differences existed, the fact that the British 
Unions show no intention of surrendering their long-established 
wage autonomy to the General Council of the T.U.C. means 
that there is httle prospect, in the foreseeable future, of a wages 
pohcy formulated and largely enforced by the Unions themselves. 


1 cf. the proposal in Challenge to Britain to adjust social service benefits annually to 
changes in retail prices. 
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The British advocates of a \s'ages policy therefore rely on the 
government as their chosen instrument. The most popular sugges- 
tion^ is that the government should first aimounce a global sum 
for the rise in the wages-bill which the country can afford; and 
that this should then be allocated by a National Wages Board 
enjoying statutory powers to supervise and co-ordinate all col- 
lective agreements, and basing its decisions on such criteria as 
the cost-of-living, the movement of labour required, changes in 
productivity, and so on. 

I see serious difficulties in the notion of the global sum. It is 
apparently to be a sum in real terms: the real national product 
■tvill rise by x, exports require an increase of y, investment of z, 
etc., leaving x-y-z for a rise in home consumption, of ^vhich some 
stated fraction is allotted to wages. 

This is not going to be a simple matter. The calculation of 
the global sum might be just possible - though with our present 
techniques of forecasting very hazardous; its actual diwsion in 
practice would be singularly difficult. It implies that reliable 
guesses can be made not only about how much can and should 
be allotted to exports, investment, government expenditure, and 
so on, for the year ahead : but also how much can and should be 
allotted to all non-wage incomes - salaries, rents, dividends, 
farm incomes, etc.; and then that these sums can actually be 
steered in the right directions. This presupposes a degree of pre- 
cision in the techniques both of forecasting and implementation 
^vhich still lies some way in the future. One fears a repetition of 
the story of the early Economic Surveys', of targets stated in exact 
quantitative terms, and regularly missed, rvith the ^vliole business 
of planning coming into disrepute. 

And even when the sum for wages has been fixed, it vdU not 
be easy to distribute. The criteria will often be conflicting; and 
while we can say in broad terms that this industi-y has a rather 
more urgent need for labour than that, or that these rvages seem 
rather too low relative to those, we are still some ^vay from being 
able to make exact allocations on any very sensible basis. The 
most likely outcome is that the Board, subject to strong pressure 
from every Union and \\’ith the threat of industrial action in the 
background, will simply take refuge in the w'cll-tricd formulae 
of fair shares and non-discrimination; and tlie \vages structure 

^ V., for example, Flanders, loc. cit., and Keeping Left. 
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might even become more rigid than imder the present haphazard, 
but perhaps more flexible, system of separate bargaining. 

Nor is it clear that industrial unrest would be diminished. 
^^fllen the sum is zero, or even negative, as it might be in a year 
of balance of payments crisis, the furore vill surely be Avorse if 
this is to be pubhcly announced. '\\Tien it is large, the Unions 
may take this as an invitation to put in even higher claims than 
they might othen\dse have done. The division of the sum between 
increases in wage-rates and automatic increases in earnings vill 
lead to much inter-Union friction. And it vail be almost impos- 
sible, without looking ridiculous, to allo'w a dehberate rise in 
money wages, but Avithout a rise in real wages, such as might 
be required to improve the terms of trade. 

And quite apart from the difiiculties connected ^vith the global 
sum, would the estabhshment of a National Wages Board diiiiinish 
industrial unrest? No doubt men of detached and sober judgment 
Avill usually agree \vith its recommendations, but ^\dtl the workers? 
The Communists are already stirring up trouble wherever they 
can: -will not the fact of Government intervention, avowedly on 
the side of greater restraint, merely give a sharper edge to their 
propaganda - especially as for much of the time the Board will 
be Tory-appointed, and therefore suspect firom the start? Again, 
there is already discontent wdth the delays involved in settling 
^vage claims : surely this -svill be increased by the insertion of yet 
another stage in the process, since the Board is to supplement 
and not replace the existing machinery? And it is not clear ho^v 
the decisions of the Board could be enforced in the face of a 
threat to strike. This is not an academic point. We have recently 
had threats of strike action against the decisions of arbitration 
tribunals, so "why not against the Board ? No Government -would 
dare to tiy’^ and enforce a decision of the Board in the face of 
a major stoppage; yet the first surrender would bring the w'hole 
elaborate structure toppHng down. 

It is no doubt considerations such as these which make the 
Unions so chary of proposals for a central Board. Even if they 
w'ere less well-foimded, the hostility of the Unions would still 
present an insuperable obstacle. No pohcy for -wages stands any 
chance of success unless wollingly accepted by the T.U.G.; and 
the suggestion for a National Wages Board, not being so accepted, 
is not in any case practical politics. 
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I conclude that a national, centralised ■wages policy is, in the 
first place, impracticable and umvise. It goes against the British 
tradition of Trade Union autonomy and independence of govern- 
ment control; and it is open to strong objections in detail. Cer- 
tmnly a strengthening of the T.U.C. itself vis-a-vis its constituent 
Unions is much to be desired; and no doubt the Government 
might slightly improve matters by having, and stating, a clearer 
vieAV of its ‘ideal’ wages policy for the year ahead. But any more 
elaborate structural change -would probably make matters -^vorse 
rather than better. 

But secondly I conclude that the case for a wages policy on 
anti-inflationary grounds is not, in any case, as yet made out. There 
is no definite evidence that a dangerous degree of wage inflation 
inevitably follows, under conditions of full employment, from 
the present method of free collective bargaining, or would occur 
in the absence of an exceptional rise in import prices, an exces- 
sive rate of increase in dmdends, and above all general excess 
demand in the labour market. This is, in the nature of things, a 
provisional conclusion, since our experience of peace-time lull 
employment is still brief. But I judge that a government bent 
equally on avoiding inflation, and creating an egalitarian social 
climate, could rely quite -ivell on the sense and moderation of 
the Unions to maintain a reasonable degree of internal stability.’- 

^ It is often forgotten, for example, that after devaluation the T.U.C. actually- 
proposed a c«( in real wages; their recommendation was for a complete wage stand- 
still rmless the retail price index rose by more than 6 points from its then level. 
Although this proposal somewhat outran the loyalty of the rank-and-file, and in any 
case proved unnecessary owing to the subsequent under-valuation of the pound, it 
makes something of a contrast to anything that could have been looked for from 
the City or from business leaders. 

But of course this moderation depends entirely on the success of the Unions in 
preventing any further extensions of Communist control. If the Communists were to 
gain power in (say) ttvo more large Unions, there would be little hope of any stability. 


461 



XXII 


THE ECONOMICS OF NATIONALISATION 

I The Pre-war Case for J^ationalisation 

I N the 1 930s, the central importance of nationalisation was 
taken for granted in the Labour Party. Occasional rumbles 
of dissent might be heard from those vsdth traces of anarchism 
or guild socialism still in their blood, but such people were few 
and far between, and considered rather crankish; and generally 
it was assumed that every Labour programme ^vould be built 
round a number of major acts of public ownership,^ 
Nationalisation ^vas desired partly for reasons specific to par- 
ticular industries, that is, in order to control the use to ^vhich 
particular capital assets were put; and partly for reasons common 
to all industries, that is, because it was thought that ‘socialism’ 
was ultimately consistent only %vith the public ownership of all 
(major) capital assets. The specific reasons, which naturally deter- 
mined the order in which industries were to be nationalised, were 
as follo^vs. 

First, the Public Utility argument. It is a characteristic of certain 
industries'p'f6wding'^ssential-ser\dces either that the basic size of 
plant is very large in relation to the market (gas, electricity), or 
that an elaborate ‘octopoid’ system of distribution (by piping, 
cabling, wring, railway fines, etc.) involves extremely heavy 

1 There were a few, but very few, exceptions. The most notable was Mr. Jay, in 
whose book The Socialist Case nationalisation only appears, in his owm %vords, ‘at a 
very late stage in the argument’ - to be exact, on p. 321 in a book of 356 pages; and 
even there it only attracts some 15 pages of argument. But Mr. Jay, writing a 
financial e-xpert, devoted far more space than was usual to the problems of redis- 
tributive fiscal policy and monetary stability. 
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capital costs. Any duplication of such productive or distributive 
equipment would be clearly wasteful, and simply cause under- 
utilisation of the competing capital assets. It has therefore long 
been recognised that such public utility industries were unsuitable 
for competition, and that monopoly (either on a local or national 
scale) must be permitted. But all Governments have insisted, as a 
safeguard against possible exploitation, on an elaborate super- 
vision of such monopolies; and the tradition of public regulation 
had grown to the point where outright public ownership seemed 
a simpler and more logical solution. 

Secondly, the Monopoly argument. While it was conceded 
that cartels might perhaps be disrupted by suitable legislation, it 
was argued that large single-firm monopolies, or trusts, were often 
justified by technical economies of scale which would be lost, to 
the disadvantage of the consumer, if competition ^vere to be 
forcibly restored. Since it appeared, to most economists as well 
as to socialists, that private monopoly inevitably constituted a 
threat of exploitation (political and social even if not economic),!^ 
the natural solution seemed to be to substitute public for private \ 
monopoly by means of nationalisation. 

Thirdly, the Basic Industry argument. There are certain 
commodities, used normally by a wide variety of other industries, 
on which the prosperity of the community depends to an especi- 
ally marked degree, so that any breakdown or weakness in their 
production, and indeed generally the level of their output and 
prices, is a matter of particular public concern - to such an extent 
as to require the extreme solution of public o^vnership. 

These three arguments ail relate to the essential structure of an 
industry, or its strategic position in the economy -that is, to 
certain inescapable characteristics which make it a natural can- 
. didate for state monopoly. The Efficiency argument, however, 
which comes fourth, has a more general application'. It was most 
commonly based on the economies of large-scale organisation. 
These were thought to apply almost universally, and virtually 
wthout hmit, and to provide a general argument for unification 
and co-ordination such as would be possible only under a single 
ownership. The word competition was always preceded by the 
epithet hvastefuP, and efficiency was held to be largely a function 
of monopoly control. 

There ^s’ere some industries in particular ^vherc the advantages 
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of unification seemed likely to be ovenvbelming - industries^ for 
example, -vvbere the optimum size of plant ^vas larger tfian the 
average existing size (electricity, gas), or -^s-bere redundanc}^ 
clearly demanded large-scale re-organisation (coal and steel, as it 
seemed in the 19305), or Avhere -sride diSerences in efficienc}' 
separated the best and -svorst plants, pointing to a redistribution 
of output -within the industry (coal and steel again), or v.here 
overheads -were so high that competition must lead to a -srastefiil 
under-utilisation of capital equipment (road versus rail). It -^vas, 
in theory’-, admitted that there were industries to which these 
strictures did not apply, and which might be well served by a 
pmrely competitive solution. But this -svas thought to be an 
academic point, ousting to the inexorable tendency of capitalist 
industi-}’-, alwa^-s forecast by the Marxists and strongly in 
e\idence in the 1930$, towards large scale and the concentration 
of control.^ 

Thus the efficiency argument came to be bound up -vsith a 
justification of monopoly control. Naturally, existing single-firm 
monopolies were to be taken over - but because they represented 
a dangerous concentration of power, not because the)*^ -^vere 
inefficient. Indeed, they represented, so far as their organisation 
was concerned, the ideal to which large-scale industr}- ought to 
conform; -^vhere it failed to do so under the spur of market forces, 
it must be compelled to do so rmder the aegis of state enterprise. 

Lastiy, the Planning argument. Generally, this -^vas based on the 
behef that the profit motive and the national interest must al^va^s 
be in conflict. Specifically, it -was applied most commonly to the 
basic hea-\y-investment industries, in -^vhich the level of investment 
dictated by profit-maximising considerations -w'as both on the 
average too lo\v to ensure fiiU emplo>Tnent, and also too fluctuat- 
ing to avoid c>Thcal instability. These -were also the industries in 
\vhich private and pubhc interest were most liable to clash -svhen 
it came to questions of the location of ne-w plant or the shut-do^ra 
of old; and Jarrow and Ebbw Vale became notorious symbols of 
this divergence. 

1 A t>-pical judgmcat, which could be duplicated from almost any prc-i'i-ar booh 
on Eocialisin- ■wss tha t of G. O- Cole- ^^vlonopoly, or nt least sometbing" approz^ir- 
ing it, is the rule, and keen competition the exceptional case. . . . It is not pos^le, 
even if it were desirable, to go back to the old s>-stem. . - . The choice to-day is no 
longer b^v-een competition and monopoly, but bev.s-een monopoly-capitalimi and 
sCKtialism.’ {A Plai fm Bcr^rnOic Brildr^ pp. 29-30.) 
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n Post-war Experience of Nationalisation 

But do we now simply go on, and in our next period of office 
take over the next five largest industries, and so on ad infinitum? 
Not many socialists would now definitely answer yes; and for the 
first time for a century there is equivocation on the Left about the 
future of nationalisation. 

For this there are several reasons. The first and most obvious 
is that the reahty proved rather different from the blueprints. 
Some of the anticipated advantages did not materiahse; while 
certain unexpected disadvantages emerged. 

The planning argument, for example, looks a good deal less 
clear-cut than it used to. I am not thinking simply of the con- 
siderations (sufficiently discussed elsewhere in this book), first, 
that the distinction between public production for use and private 
production for profit has in any case lost much of its force at 
present levels and distribution of purchasing power, and secondly 
that one can scarcely argue, after the experience of the last ten 
years, that full employment requires as an absolute condition^ a 
much larger pubhc sector: but of the fact that even where plan- 
ning was admitted to be desirable, it proved scarcely easier to 
achieve under pubhc than private ownership. 

This was due to changes on both sides. On the side of private 
ownership, whereas before the war it was assumed - surprisingly, 
in the fight of the total control of the Nazi Government over a 
privately-owned economy - that power resided in titular owner- 
ship, so that a change in ownership was a condition of state con- 
trol, to-day it is realised that planning can be made effective even 
in the private sector. The government has access to a wide variety 
of fiscal, physical, and monetary controls; and although these are 
not of perfect efficiency, and too much is sometimes expected of 
them, yet they do enable the government broadly to impose its 
wU on private industry.^ 

While control over the private sector thus exceeded expecta- 
tions, control over the public sector fell short of them. Chapter I 
has already drawn attention to the independence of some of the 
Nationalised Boards, and their lack of public accountability. 
Indeed it was a common saying that the Government had less 

1 V. Chapter I for a full discussion of the loss of economic power by private industry. 
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power over Lord Citrine than over I.G.I. ; and tlic quip was not 
without force. The Bank of England, for example, continued to 
pursue a highly independent policy of its o^s’n, especially in the 
field of the foreign exchanges. In the crucial fuel and po-wer in- 
dustries, control was almost non-existent. The three industries rverc 
allowed to go their own independent way: each competing and 
advertising against the other, each charging the lowest price it 
could (and indeed encouraged, and in tire case of coal com- 
pelled, to do so by the Government itself), each unrestrictedly 
pushing sales in every direction, oblivious of the fact that coal was 
desperately scarce and large economies clearly possible if pohey 
were only unified. It was a situation rvhich cried out for govern- 
ment co-ordination, either through prices or physical controls; 
but none was forthcoming. 

Investment policy was similarly unco-ordinated. It was argued 
before the war that one of the advantages of narionalising hca\y- 
investing industries was that their large investment plans u'ould 
become a stabilising factor in the trade cycle - to be retarded ■when 
private investment was booming, accelerated when private 
investment was lagging. This never in fact occurred ; and fluctua- 
tions in private investment simply increased or diminished the 
degree of inflation, with little effective attempt at countervailing 
action. 

The reasons for this outcome were twofold. First, the planning 
issues which arose had not been properly anticipated, nor were 
they always clarified even as time w’cnt on. The Ministers them- 
selves, therefore, often had no clear policy wliich they wanted to 
impose on the Boards; and so they took the line of least resistance, 
which was to allow the Boards to do more or less as they ^vishcd.^ 

Secondly, however, even when Ministers held clear views, they 
were often reluctant to impose them on account of a rather 
dogmatic attachment, rooted in the Morrisonian conception of 
nationalisation, to the theory of the independent public board.- 
In so far as this helped to ward off detailed Parliamentarj’ super- 
■vdsion, or even state department nationalisation, it was thoroughly 
healthy. But it was often pressed to an undesirable extreme in 
■which the Minister, nervous of interv'cntion though enjoying far 

1 This was true for quite long periods in botli die transport and fuel and power 
industries, 

2 cf. Mr. Morrison’s Socialisation and Transport (Constable, 1933}, and his csadcnce 
to the 1953 Select Committee on Nationalised Industries. 
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greater po-^vers under the post-war than under corresponding pre- 
war Acts, simply tended to behave, especially in Parhamentarj' 
debates, as counsel for the defence, and rarely used his powers of 
direction. 1 

Of course this is largely a question of politics. The truth is that 
! there is no\\- no insuperable economic dilEculty about the Govem- 
■ ment imposing its -s\ill, provided it has one, on either public or 
private industr>^ Indeed post- 1945 experience in the planning 
field strongly underlines one of the main arguments of Part One, 
namely, that o%\’nership is not now an important determinant of 
economic power. The Government has all the economic po^ver it 
needs — the only question is ivhether it chooses to use it; and 
fi'om this point of \de\v the mere change in o^\'nership did not 
al-wa)"s make a decisive difference. - 

At any rate, ■whatever the reasons, the planning argument 
for more nationalisation has, for the moment, fallen into some 
disrepute. It can no'w only be held to apply if three conditions are 
fiilfiUed: first, that hfinisters have a clear idea of -what their 
planning objectives are: secondly, that these objectives cannot be 
achieved by fiscal or ph)^cal controls; thirdly, that Ministers are 
in fact prepared to plan for their achievement under nationalisa- 
tion. 

Allied to the planning failure Avas a pricing poHcy Avhich pre- 
vented the full achieA’ement of another of the objects of nation- 
alisation, the transfer of Avealth fi'om priA'ate to public hands. 
This has already been discussed elscAvhere.® Briefly, the refusal to 
alloAV the Boards to bxiild up large surpluses (besides often leading, 
as in the case of coal, to a serious misaUocation of resomces) 
meant that saAungs in the pubhc sector Avere zero or negatiA'e, and 
hence that total saAongs Avere more heaAlly concentrated than 
they need haA-e been in priAute hands. A quite different pricing 
pohcy Avould haA'e been required to achieA'e the objectiA'e of 
greatly increasing pubhc relatiA-e to priA'^ate capital. 

These tAVO failures are in principle remediable, in the sense of 
haAong been due to freely-chosen goA'emment pohcies (for Avhich, 
to be fair, there Avere some strong practical arguments). But other 

1 Of course questions of personalitA" also came in. Lord Citrine in particular emei^ed 
as an apparently untamable figure, be^'ond ibe control of any ^linister. 

2 Xhe question of planning is furtber discuss^ in Chapter XXIV. 

3 p. Chapter XIX, Section IV- 
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difficulties emerged which appear to be inseparable from nation- 
alisation as so far envisaged; that is, they are inseparable from 
monopoly and large (indeed enormous) scale. 

We now understand rather better that monopoly, even when it 
is public, has definite drawbacks. Not only is there a genuine 
restriction of freedom involved in forbidding the citizen by law to 
start producing certain goods, and an even more dangerous 
restriction, notably in those cases (such as the B.B.C.) wltich call 
on highly specialised talent, in having only one employer:^ but 
competition is seen to bring greater advantages than pre-war 
socialists realised - in preventing sloth and encouraging initiative, 
and in increasing the sense of consumer welfare (as we observed 
from the public reaction to the end of rationing) by allowing 
a free choice of goods and suppliers. Naturally this does not mean 
that monopoly has no advantages and competition no faults, 
but only that the balance of advantage now looks rather different. 
Nor of course does it mean that competition is always physically 
possible; on the other hand, pre-rvar Marxist prophecies of its 
inexorable decline have not been fulfilled, and we have a wider 
choice between competition and monopoly tlran was once supposed. 

But perhaps the biggest change of view has occurred on the 
subject of large scale. Before the w-ar, it was treated as axiomatic 
that, in the words of a typical and well-known judgment, ‘large- 
scale production, especially when conducted in large-size firms 
and plants, results in maximum efficiency’." To-day we are not so 
sure - at least beyond a certain size. It is not that the technical 
economies of scale are in dispute, but that doubts have arisen as 
to whether these may not be offset by diseconomies in other spheres, 
such as labour morale (leading to a higher accident rate, more 
absenteeism, and a less walling attitude to w’ork),® or managerial 
responsibility and control, with the risk that the process of 
decision-making may become ovcr-ccntralised and hence slowed 

^ ‘The Fabian Society docs not suggest that the State should monopolize industry 
as against private enterprise or individual initiative. . . . The freedom of individuals 
to test the social value of new inventions; to initiate improved methods of produc- 
tion; to anticipate and lead public enterprise in catering for new social wants; to 
practise all arts, crafts, and professions independently; in short, to complete the 
social organization by adding the resources of private activity and judgment to those 
of public routine, is ... as highly valued by the Fabian Society as Freedom of Speech, 
Freedom of the Press, or any other article in the charter of popular liberties.’ (G. B. 
Shaw, Fabian Tract No. 70, 189G.) 

- P. Sargant Florence, Tl:e Lope of Industrial Organisation (Kcgan Paul, 1933), p. 1 1. 

3 2)., for c,\ample, Size and Morale (.■\cton Society Trust, 1953). 
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down.^ So far, none of these points is proven one -^vay or another. 
But it seems clear that at any rate enormous scale is not an 
unmixed blessing, and in particular that it must bring vitli it at 
least the danger of over-centralisation. 

This danger has not in practice ahvays been avoided; and this 
is one of the reasons (though there are others) for the disappoint- 
ment of yet another of the hopes of nationalisation, namely that 
it would rapidly and significantly improve labour relations, 
offering at the same time the hope of a steady advance to\\'ards 
industrial democracy. ^ 

Some of these problems may recede as we gain a clearer idea of 
how to run these vast organisations. At the moment we have a 
huge area of disagreement — about the degree of pubhc accoxmt- 
ability and Parliamentary control required (the 1953 Select 
Committee showed a glaring divergence of vie^v not only amongst 
politicians, but even amongst members of different Boards) : on 
the issue of centralisation or decentralisation of management 
control, and how much latitude to allow to the operational man- 
agement level: about how to make joint consultation effective: on 
what role (if any) to allot to Consumer Councils: on promotion 
policy, on which the Unions lean to seniority and the management 
to merit, wth no agreement about the recruitment of University 
graduates : and so on. But for the present, at least, it can hardly 
b€ denied that public-monopoly nationalisation, despite con- 
siderable achievements in certain exceptionally difficult industries, 
no longer seems the panacea that it used to. 


m The Case against a Proliferation of State 
Monopolies 

Even if these difficulties had not arisen, we should stiff face the 
fact that the specific economic, as opposed to the wider social, 
criteria, do not now point unequivocally to a particular list of 
industries. There are no more public utilities (except for -\vater), 
and no more industries (except for steel) which can be described 

1 Another source of doubt is the growing realisation that neither the average plant 
nor the average firm is significantly larger in the XJ .S. A than in Britain (c. Florence, 
The Logic of British and African Industiy, Ch. I). 

-V. Chapter XVI, Section III, for a discussion of nationalisation and labour 
relations. 
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as basic in the sense that coal or railways are basic. And if wc 
adopt the policy of simply tackling industries in order of size, we 
find that the next most obvious candidates - chemicals, motor- 
cars, aircraft, shipbuilding, radio, electrical equipment, and so 
on - are not for the most part monopolies, nor in need of cen- 
tralised planning, nor obviously inefficient, nor indeed suitable for 
organising on a national scale. They are industries quite different 
in kind from the 1945-50 list, above all in respect of their suit- 
ability for monopoly control and their level of efficiency.^ 

On the first point, they are not (wth the exception of certain 
hea\'y chemicals) monopolies, but competitive oligopolies. 
(Plenty of monopolies exist, but mostly either in small industries 
(e.g. matches), or else of the cartel variety %vhich can and should 
be dealt ^vdth by anti-monopoly legislation). Nor arc they ‘ripe’ 
for nationalisation in the sense that although not yet monopolies, 
they ^vouId be improved by becoming monopolies. On the con- 
trary, most of them ^\•ould be damaged if this occurred ; the ele- 
ment of competition is essential to their efficiency, the units arc 
not obviously of less than optimum size, and their type of product 
and market is such that centralised control would be disadvant- 
ageous. Old-model nationalisation would mean imposing a state 
monopoly on unsuitable and competitive industries, with the 
corollary' of a large increase in the area of unitary' control. 

They are unsuitable for old-model nationalisation for other 
reasons also. The 1945-50 industries had, for the most part, 
clearly defined boundaries, a relatively simple and homogeneous 
output normally consisting of a service or rarv material, few 
marketing problems, and a fairly predictable (in the short run) 
demand. These industries, on the other hand, have indistinct 
boundaries, a diversified range of output, and a much less stable 
final demand. Thus once we move from the basic industries into 
the sphere of manufacturing, an industry becomes extremely 
hard to define. As multi-line production has spread, overlapping 
has become general; and most large firms to-day sprawl over 
several ‘industries’ at once. The lack of coincidence in the bound- 
aries between firms and those between industries faces tlic would- 
be nationaliser with problems of definition far more intricate than 

^ I am assuming lljat steel and road transport belong to the 19^5-50 list, and arc 
re-nationaliscd. I also ignore certain of the next largest industries for whose nationali- 
sation no demand appears to exist on the Left, so obsaously unsuitable arc they 
(e.g. tc-xtilcs). 
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those which caused such difficulty even in the relatively simple 
case of steel. 

The fact of multi-line production, moreover, elevates sales and 
marketing pohcy to a position of much greater importance than 
it occupies in the existing public sector. The demand for manu- 
factmes tends in any case to be less predictable than that for basic 
services. But, in addition, the more variegated the output (and 
the more products are ‘branded’), the more central becomes the 
role of sales polic}^ This would be so even in an industry catering 
solely for the home market. But the metal, engineering, and 
chemical industries are also producing for the export market, 
where the competition is fiercer, the risks greater, and the 
fluctuations much more marked. Here the marketing problem, 
and the need for continuous rapid adaptation to the vagaries of a 
buyer’s market, assume an even greater importance. There is a 
wealth of diflerence between selling cars or electrical goods in 
a highly competitive export market, and selling coal or electricity 
in a monopoly home market; and it is not clear that the routine 
type of management Avhich appears to be characteristic of centra- 
lised public boards, suitable though it may be for the basic 
utilities, ^vould be flexible and dynamic enough for this quite 
different task. 

At any rate it is evident that highly competitive and export- 
oriented manufacturing industries, often producing branded 
goods, and faced %vith demand curves at once volatile and strictly 
indeterminate, are very different in character, and in the prob- 
lems they present, from the industries nationalised in 1945-50. 
The latter might reasonably be expected to fare ^^•eU tmder a 
centralised public corporation; it is not self-evident that the former 
■would. 

Quite apart from their structural suitabflity or otherwise for 
nationalisation, it cannot be said that these industries are so 
patently inefficient or improgressive (as one could have said 
of coal before the -^var) as imperatively to demand a change of 
o-vvmership. Wfliether judged by output, producti-vity, exports, or 
investment, their post-war record has been at least a reasonable 
one -indeed the metal, engineering, and chemical industries 
have been responsible for by far the greater part of the rise in 
production and exports since the Avar. 

This does not mean that they are of perfect efiiciency, or that 
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serious flaws cannot be found. Naturally, being human organ- 
isations, they fall very much short of perfection. It simply means 
that a reasonable man would judge their economic record to be 
better than the average, and would doubt whether it was likely 
to be improved by a transfer to public ownership. 

Thus the chemical industry', for example, ^vhich figured 
(rather obscurely) in Labour’s 1955 election programme and is the 
favourite next candidate of Conference resolutions, can show a post- 
war rise in output twice as large as the average for industry as a 
■whole: a rise in producti-vity of nearly 50% since 1948: a capital 
investment programme amounting to nearly £500 millions since 
the end of the war: an exceptionally successful export perform- 
ance: and a reasonably contented labour force which, to judge 
by the 1955 voting figures in large chemical to\cns, has no over- 
whelming desire to be nationalised. It is true that for inevitable 
reasons of scale some hea'vy chemical products are monopolised; 
but even to the extent that this matters much in an industry ^ri^h 
an immensely high rate of development of netv products and 
substitutes, it can be dealt with, if desired, by public regulation; 
and in any case, taking the industry' as a whole, I.C.I. has several 
strong competitors. It is also true that some of the arguments used 
against nationalisation by the industr)'’s spokesmen (e.g. the 
likely interference with foreign subsidiaries) are exceedingly tveak. 
Nevertheless, we shall not con'vincc a reasonable-minded elector- 
ate that there is an unanswerable economic case for nationalising 
either I.C.I. in particular, or the whole industry. If we decide to 
do so, we must admit that there vdll be little or no economic gain 
(indeed a possible loss, if top and middle salary levels have to be 
reduced under political or Trade Union pressure), and justify 
the action on some wider social grounds. 

The motor industry is distinctly more \’ulncrablc to criticism. 
It has not ahvays stood up to German competition in export 
markets ; and it has often tried to sell too much at home, and too 
little abroad. (Its defence of its own acluc%'cmcnts, moreover, is 
usually an appalling mixture of complacency and obscurantist 
economics.) Yet it has not done too badly. Its exports arc many 
times the prc-^var rate (cars 6 times, commercial vehicles 10 
times) ; and its productivity shows a reasonable rate of increase. 
Furthermoi'e its -weaknesses arc not those which nationalisation 
might be expected to cure. They often lie in the sphere of design, 
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sales, and marketing rather than manufacture: and after recent 
amalgamations, the structural units do not appear to be of much 
less than optimum size. Indeed the main thing “wrong “vvith the 
industry -an excessive attention to an inflated home market - 
could be easily cured by the Government -^nthout nationalisation, 
simply by reducing excess demand and hence increasing the degree 
of competition.^ 

The aircraft industry^, although it has had some notable failures, 
has also scored some brilhant successes; and it is now generally 
recognised (although it -was once highly unpopular to say so) 
that nationalisation is not the right answer to its problems. 
‘Centralised control might %veU damp do^m the rate of develop- 
ment. . . . There is no ewdence that increased technical efficiency 
would necessarily follow from State ownership. It did not folIo^\• 
in the case of the French industiy', nor ^\•hen the State took over 
the majority of shares in Short Brothers. Among the private 
British firms the least efficient are those ^vhich most depend upon 
State contracts. . . . There is no strong pressure from the %\'orkers 
for nationalisation. . . . On balance the disadvantages of com- 
plete national owmership outweigh the advantages.’ ^ 

The economic arguments do not, then, give the same clear 
answer Miien applied to the next group of industries as they did 
■when applied to coal and railways. And this is not due solely to 
the specific factors mentioned in the preceding paragraphs, but 
also to the more general fact that British industry’, ^\•orking rmder 
conditions of fiiU employment and in a healthier social climate, 
is significantly more efficient, competitive and expansionist than 
it was before the ^\•ar. The Labour Government can take some 
credit for this: but it ine\'itably weakens the case for further 
major structural changes. 


It'’ The Criteria and Conditions for Successful 
Nationalisation 

The diminished importance of nationalisation on economic 
grounds is only one aspect of the diminished importance, analysed 
in Chapter III, of industrial o^raership for social relations as 

1 Since these vrords tvere originally wiitten, the ctire has begun to be rather 
brutally applied. 

2 Frank Besvrick, Plan for the Aircraft Jndmiiy (Fabian Society-, 1955)1 P- 
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a whole. Socialism, whether ^^ewed in social or ethical or eco- 
nomic terms, will not be brought much nearer by nationalising 
the aircraft industry. A higher working-class standard of li%nng, 
more effective joint consultation, better labour relations, a proper 
use of economic resources, a wder diffusion of power, a greater 
degree of co-operation, or more social and economic equality - 
none of these now primarily require a large-scale change in 
ownership for their fulfilment; still less is such a change a sufficient 
condition of their fulfilment. 

The gradual (though still often sub-conscious) realisation of 
this truth’- has brought a reaction against making state monopoly 
the central feature of Labour policy. This reaction is stronger 
than can be explained simply in terms of lazy satiation after so 
large a meal, or of an intellectual void now that those industries 
which were preached and studied and perorated about during 
half a century of opposition are safely in the public sector. It is 
obvious enough at the level of public opinion, as cverj' Labour 
candidate knows; and it is also obvious amongst the workers both 
in some nationalised industries (notably the raihvays), and in 
certain industries (notably chemicals) which appear to be 
threatened. 

But it is evident in the official Labour Movement itself- in 
the Co-operative Movement,^ in the T.U.C.,® and even in the 
Labour Party, as shown not only by the regular rejection of 
sweeping nationaUsation proposals at Annual Conference, but 
also by the ambivalence of its election programmes - one list of 
candidates in 1950, none at all in 1951, and a different list again 
in 1955- 

Nor are the doubts confined to the ‘Right-wing’ of the Party. 
They were most trenchantly expressed in Keeping Left, a state- 
ment by 12 Members of Parliament normally thought to be 
rather ‘Left-^ving’.^ ‘Most early socialists thought tliat the job 

^ Or rather of most of this truth. The exception is the still widespread belief, whicli 
is discussed fully in the next chapter, that nationalisation is essential to the diminu- 
tion of property-incomes, and hence to equality. 

- v. Social Ownership. ‘There is a tcndcnc>’ for people at both the red and blue ends 
of the political spectrum to think that to advocate more and more nationalisation 
is to advocate more and more socialism. “Nationalisation” may be only a con- 
venient slogan to avoid the necessity for new thinking.’ (p. 22.) 

^ V. Public Ownership: an Interim Report {1953). 

Hew Statesman pamphlet, 1930. Among the authors were Mr. Crossman, Mr. 
Mikardo, Mrs. Castle, Sir Richard Acland, Mr. \Vigg, Mr. Harold D.avics, Mr. 
Hale, and Mr. Stephen Swingler. 
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of changing the nature of society was exclusively a matter of 
changing the proprietors of industry. For them the ownership 
of the means of production, distribution, and exchange ^vas the 
sole criterion of whether a community was a capitahst or a 
sociahst one. They therefore identified socialism with pubhc 
ownership, and believed that all the world’s ills could be dis- 
persed through the formula of nationalisation. In the last few 
years we have learned to distinguish the means of sociahsm from 
its ends, and the tools of social revolution firom their uses. We 
are now less concerned about who o\vns a factory. ... It -was 
right in the first period of Labour’s power to transfer the basic 
industries and services in one sweep to national owmership. . . . 
But the next steps are not so obvious or so simple. We are 
approaching the end ... of the “natural monopofies”; and we 
can therefore move beyond the technique of nationalising whole 
industries one at a time by one Act at a time. . . .We cannot dis- 
guise the fact that the public corporations have not, so far, pro- 
vided everything which socialists expected from nationahsed 
industries.’ 

All this is perhaps a little harshly stated. But it does reflect 
the contemporary mood in the Labour Movement, and the 
diminished role now allotted to. nationalisation by most socialists. 
{Keeping Left contained no hst of large industries to be taken 
over, and indeed barely mentioned a single industry by name; 
out of 1 14 fines of ‘Conclusions’, the whole subject of nationalisa- 
tion was only given 5.) 

J’ In this new situation, probably most thoughtful socialists would 
agree on two points. First, any nationalisation proposals must be 
capable, given the present climate of public opinion, of being 
justified to the electorate as likely to lead to an economic im- 
provement. The approach must therefore be precise and selec- 
tive, concentrating not on the next industries in order of size, or 
on those which happen to be in the public eye, but on those where 
a genuine economic case can be made out. Secondly, in the fight 
of the evident disadvantages, outside the public utility field, of 
state monopoly and enormous scale, the method should be to 
take over not whole industries, but individual firms, leaving 
others still in private hands: or to set up new government- 
owned plants to compete -with existing private firms. This is the 
‘competitive public enterprise’ approach. It need not rule out 
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rise to the point where they might be so ^\dIling: and that in 
consequence a glaring social inequality is emergiug betiveen 
those -svho hve in new houses and those isdio live in old.^ 

The most successful example in practice of state action in a 
sphere in which the risks -^vere too heaty for private enterprise is 
of course atomic energ)^ This has been a spectacular instance of 
public initiative, efficiency, and risk-taking. (Though the display 
of these qualities has probably been aided by the secrec)' sur- 
rounding atomic development, and the consequent immunity 
from Parliamentar}- questions and Press campaigns). 

A slightly oblique case is that of the insurance companies. 
Chapter XX made the point that these and other financial insti- 
tutions must norv logically fill the role of the erstwhile rich 
investor, and become a source of risk-capital to a greater extent 
than they have yet been drilling. This consideration, allied to the 
fact that a great deal of rvasteful overlapping between the com- 
panies is knorsm to occur, should encourage the Labour Part}* 
to re-examine the question of public or\mership. The Part)' has 
hovered for a long time on this issue, nerv'ous of the Co-operative 
Movement on one side and the agents on the other; and Challenge 
to Britain contained merely a deliberate circumlocution. But if 
‘bold socialist measures’ are being called for, industrial assurance 
would be a much more useful subject than the motor or ship- 
building industries. 

There may also still be a few cases ^s’here public o%sTiership 
is the simplest ansiver to the problem of monopoly. This ■wiU 
rarely be the case irith Trade Association cartels, ivhich are 
much better simply broken up, but might occasionally be the 
case Mdth a single-firm monopoly. The Monopolies Commission 
found, for example, that the British Match Corporation had a 
complete and integrated monopoly of match production, ivhich 
operated against the public interest." But since the B.Af.C. 
already owned ample capacity, and match-making appears to 
be a ‘natural’ monopoly in almost ever)' country', it seemed 
pointless either to encourage or create a ne-w competing com- 
pany; while to have split the B.M.C. itself up into independent 

1 Though there are also other reasons for -is-anting munidpalisation of rented 
property- (r. Fabian research pamphlets on this subject by D. L. Munby, James 
MacCoil; hLP., and David Eversley). 

- Report on the Subtly end Export of Matches end the Subply of Match Mahir^ Machinery, 
H.hLS.O., 1953- “ 
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competing concerns ^vonld have involved the sacrifice of im- 
portant advantages of scale. The majority and minority reports 
therefore recommended respectively government price-control 
and a government wholesaling agency. But neither seemed happy 
with its recommendations; and nationalisation might have been 
a simpler solution. A few such cases may occur; though normally 
the problem of monopoly can be dealt ^vith quite tvell by govern- 
ment controls - if only the ■\vill is there, which it has not always 
been in the past. 

So far as efficiency is concerned, it will already be clear that 
no general statements about public versus private o^v'ncrsl^ip can 
ever be justified. Examples have been quoted of efficient private 
industries ; they could equally be quoted of efficient nationalised 
industries - e.g. the civil air corporations, the trunk fleet of 
British Road Services, or the electricity industry (except for its 
pricing policies). 

On the other hand some public industries have done less tvcll ; 
not many people are satisfied wth the performance of the rail- 
ways, and the Fleck Committee found much to criticize in the 
management structure of the coal industry. But there are also 
plenty of less efficient private industries. The following, for 
example, have all been the subject of adverse official reports 
since the end of the war: food marketing,^ machine-tools," textile 
machinery,® building materials,'* and building;® and many people 
would have other candidates for the list (including some non- 
industrial activities, such as distribution and farming). 

Efficiency has little to do with ownership because in the'; 
modern corporation o^vnership has little to do vitli control. \ 
Thus a change of o^vnership, by itself, makes little difference. 
The steel industry in recent years has undergone the most kaleido- 
scopic changes: first private ownership, then the Iron and Steel 
Corporation, later an anomalous period of ownership by the 

1 V. Report of the Committee appointed to review the iror/anj; of the Asricullural Mcrleting 
Acts (the Lucas Report), H.hl.S.O., 1947. Tliis advocated the creation of a series 
of St-atc Commodity Commissions. 

- f. Anglo-American Council on Productivity, Report on Machine Tools (Januaiy 
■ 953 )- 

^ V. Reftort of the Committee of Investigation into the Colton Textile Machinery' Ind-uslry, 
H.M.S.O., 1947. 

* r. Tire Distribution of Building Afaterials and Comtonents (the Simon Report), 
H.M.S.O., 1948. 

® V. the scries of Girdwood Reports. 
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Realisation Agency, and now back to a (different) private, owner- 
ship again. Yet management was hardly affected by all these 
changes in Whitehall; and output continued to rise (though never 
fast enough, since public ownership never had time to compel 
a better view of the long-term optimum capacity). Volkswagen, 
the most efficient unit in the German motor industry, has no 
legal o%vners at all, nor has had since 1945. Short Brothers, the 
aircraft firm, neither improved nor deteriorated significandy after 
it was taken over by the Government during the war.^ 

\ The basic fact is the large corporation, facing fundamentally 
\ similar problems and acting in fundamentally the same way 
j whether publicly or privately owned. Its efficiency depends 
simply on the quality of its top management, and on ^vhether the 
firm or industry is structurally weU adapted from a technical 
point of view. There are, of course, exceptions — as when a 
dynamic and progressive top management (or an all-important 
research team) has a strongly marked private-enterprise outlook, 
and is very allergic to "Whitehall; or where the whole enterprise 
revolves round a refractory individual genius Hke Frank Whittle; 
or, in the opposite case, where the workers would simply refuse 
to co-operate ■with private owners (as they would in coal). But 
•with these exceptions, o^vnership as such makes httie difference; 
and a transfer to pubHc ownership -wiU improve efficiency only 
if either (i) the Government puts in a better management, or 
compels the existing management to take greater long-term risks, 
or (2) it is able to adapt the structure of the industry (e.g. by 
amalgamations) in a manner obviously required by productive 
efficiency. Conversely, it will make things worse if it does the 
opposite. 

In certain cases it might easily do the opposite. Thus the 
imposition of centrahsed monopoly control on an efficient com- 
petitive industry would certainly lead to a faU in efficiency. This 
danger is now well understood. But a further danger is not - that 
nationalisation might actually lower the cahbre of management. 
This ^vill occur if we continue to pay such stingy salaries in the 


1 Another example, taken from a generally small-scale industry, is building. 
Public operation by direct labour schemes for netv housing in some cases shotvs 
costs than private builders, in others higher; the average for the coimtry 
the same (v. The Cost of House-Building: First Report of the CommitUe of Inquiiy, H.M.b.O., 
1948, Paras. 195-8). Everything depends on the relative competence of the particular 
local government ofiBcers and private contractors; and this shmvs wde variations. 
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public sector. We have heard too much objection to the allegedly 
high, but in fact relatively low, level of salaries in nationalised 
industry; we can begin to worry about these Avhen ^ve have re- 
moved many far more glaring (and socially unjustified) sources of 
inequality. As it is, we simply place nationalised concerns under 
a hopeless handicap in competing with private enterprise. 

The second condition is that we give the industry a more 
efficient structure than it had before. There are certainly cases 
^vhere this is in theory possible — cases, that is, where larger 
scale would be a positive advantage: where the average existing 
scale is too small for maximum technical efficiency: where there 
are too many small, non-specialised firms each producing a \vidc 
range of output, and consequently gaining no advantages of 
scale : and where competition is too imperfect to compel a greater 
concentration.^ In such cases, the public acquisition and sub- 
sequent amalgamation of a number of separate firms might 
greatly improve the structural fitness of the industry. 

I have no intention of drawing up a detailed list of industries 
where such improvements might occur, having always thought 
this a task for industrial experts rather than for laymen. But one 
interesting prima facie case may be quoted - the machine-tool 
industry, already mentioned in another context. All the recom- 
mendations of the Anglo-American Productivity Report on tliis 
industry appear to point to the need for public intcr\'cntion on 
the lines suggested - standardisation within and beUveen com- 
panies, specialisation between companies, and a considerable 
reduction in the number of companies by absorption or amal- 
gamation. The Report remarks that ‘an efficient monopoly is of 
far more worth to a country tlian an inefficient highly com- 
petitive industry’, and points out tliat in Russia and Germany 
a dictator, and in the U.S. tlie pressure of a few large users, 
were needed to impose standardisation on the macliine-tool indus- 
tries of those countries. Tins sounds like a rcrnarkablc justification 
for state intervention in a case where a competitive industry' fails 
to adapt itself to an obviously more efficient structure; 

1 Long-distance road haulage tvas such an example. Even the Ecvr.omist now speaks 
of ‘the efficient and profitable trunk network that BRS made out of the patchwork 
ol haulage businesses it took over. The ads-antage of one such organisation covering 
most of the country’ was slow to emerge but it has [now] been proven by experience.’ 
(9 July >9530 But of course BRS has no monopoly of long-distance traffic - indeed 
it is now an example of competitive public enterprise. 
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At any rate^ ^viiatever industries are chosen, Ave should no^v 
have a definite preference for the ‘competitive pubhc enterprise’ 
approach;^ although there ^\ill occasionally be cases (such as 
steel) vdiere state monopoly still pro\4des the right answer. There 
are, it is true, some difficulties about the form of competitive 
public enterprise which is usually emdsaged. But I leave a detailed 
discussion of the appropriate forms until after a consideration of 
the one remaining popular argument for rapid and large-scale 
nationalisation. 


1 tNTiich is in any case a good Fabian concept. Sha\^' ^^Tote in Fabian Tract No. 2, 
in 1884, that ‘since Competition among producers admittedly secures to the public 
the most satisfactory'’ products, the State should compete wth all its might in es'ery 
department of production’. This is the Tract ivhich also contains his acid phrase 
about ‘the disnsion of society' into hostile classes, wth large appetites and no diimers 
at one extreme, and large dinners and no appetites at the other*. 
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THE FORMS OF PUBLIC OWNERSHIP 

I Nationalisation and Equality 

T his last argument is in terms of the distribution of wealth, 
and is thus a reversion to the oldest (even pre-Marxist) 
argument for public ownership, namely as a means of 
appropriating the property income of the capitalist. Given that 
we pay full compensation, it relies on (a) the difference between 
the yields on gilt-edged and equities, {b) the fact that nationalisa- 
tion precludes rising dividends and share values, and (c) occa- 
sionally, the lower level of salaries in the public sector, 

‘We [nationalise]’, writes Mr. Strachey, ‘in order to extinguish 
the great unearned incomes wliich are to-day derived, not from 
anything that those who draw tliem do, but from \\’hat tlicy 
own. . . . The real purpose of socialization is to secure the proper 
distribution of the net national product among those who create 
it.’ ^ On this view it is more or less irrelevant in what order indus- 
tries are taken over. Tlie approach is ^vholly a priori. 'We can 
dispense with detailed study of the structure, the performance, 
or the suitability for nationalisation of different industries, and 
concern ourselves solely wth ‘the pursuit of certain social and 
economic objectives, specific in the sense of being quite sharplj' 
definable but general in tlie sense of being quite external to any 
industry or service wluch it is proposed should change hands’. - 
It Avould probably be conceded that nationalisation had not 
so far made much difference to equality. Some £2,100 millions 

^ 'The Objects of Furtlier Socialization’, Political Ch.’!;r/c?/v, Januarj'-Marcli 1053. 
-Jenkins, Pursuit of Progress, p. tot. I must confess at once that I at one time sup- 
ported tliis approach {Socialist Cloo:w.er,tasy, Februarj' 1950). 
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of compensation stock was issued in respect of the industries 
nationalised from 1 945 to 1951; it carried an average rate of 
interest of just over 3%, compared ^\dth a yield on ordinary 
shares during the critical years of 4-!%. The incomes of the erst- 
while owners thus dropped from some ;^95 milhons to ,^63 millions 
per annum; allowing for taxation, the transfer of net income must 
have amounted to under ^^20 millions per annum. Even allo-wing 
for new borrowing at a cheaper rate, the whole transfer must 
have been rather small as a proportion of total personal incomes 
amounting (in 1951) to well over ^^12,000 milhons per annum - 
certainly infinitesimal as compared with the effects of high 
taxation. 

Nor was there much of a transfer in respect of new savings or 
capital gains. Once nationahsed, the industries were forbidden 
to make large profits, and had instead (with one or twn excep- 
tions) to cover their capital programmes by borrowing from 
private investors in the open market. And the previous owners 
can hardly have forgone large gains. In the case of gas and elec- 
tricity prices w'ere already subject to regulation (and the owners 
w^ere largely local authorities), in the case of the railways (^vhich 
accounted for almost half the total compensation stock issued) 
the o-wners probably missed making capital losses rather than 
gains, and only briefly in steel (as the behaviour of steel shares 
since denationaHsation show^s) did they forgo any considerable 
capital profits. 

How’^ever, it can quite well be argued that the experience of 
the 1945-51 industries is no guide to what might occur in future, 
at least in respect of capital profits - the income aspect -would 
probably never be other than negligible. ^ The next group of 
industries, if w’^e were to go by size (that is, the chemical, metal, 
and engineering industries), are distinctly more profitable than 
those already taken over; and -with full employment and rapid 
growth the aimual increase in the value of industrial capital -will 
be larger than in the past. Under these circumstances private 
capital gains might ^vell, over a period, be very considerable;^ 
and the only effective method of preventing them, it is said, is 
by public ownership. 

1 Mr. Strachey’s ‘great tmeamed incomes’ (that is, dividends on ordinary shares) 
are, after taxation, only some 3% of total net personal income. 

- V. Chapter XV, Section IV. 
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Now the problem is not in question; indeed it has taken up 
a large part of three previous chapters.^ But the discussion in 
those chapters showed that it was perfectly possible, even in a 
rapidly-groving economy, to limit the net re\vards to shareholders 
by methods other than nationalisation (notably by a capital 
gains tax, and a system of corporate taxation designed to hold 
down distributions). And the experience of Nor^vay and Sweden, 
much more egalitarian countries than our own, also proves tirat 
wholesale nationahsation is not a necessary condition of greater 
equality. 

Why then should it be preferred to these other methods? Let 
us consider the impHcations of asserting such a preference. If it is 
meant seriously as a method of redistributing wealth, and not 
merely as a sop to tire Party militants, nationalisation must first 
be fairly rapid, and secondly concentrate on tlic most prosperous 
industries where the largest capital gains arc made. The first 
condition requires a return to the policy of taking over entire 
industries at a time, since only thus should ^^’c make any im- 
pression on property distribution ndthin a measurable period. 
The second requires that the industries taken over shall be the 
largest and most efficient, showing the highest rates of increase 
of productivity and tlic fastest rates of expansion.- It follows tliat 
w'e must refurbish the ‘list’ approach discussed in the previous 
chapter; and each Labour programme must contain its quota of 
future state monopohes, chosen by no economic criteria (except 
that of profitability), but simply in order of size. So much is 
implicit in the view that the objectives of nationalisation arc 
‘external to the industry which it is proposed should change 
hands’. 

I believe that such a policy is both wrong and impracticable. 
It is impracticable for the obvious reason tliat the electorate, 
already suspicious, as the 1955 election showed, of proposals for 
nationahsing efficient industries where no convincing case could 
be made out on economic grounds, would be rather intolerant 
towards it. And it is ^vrong because there is no guarantee that 
productive efficiency tvill not suffer. The obvious candidates 

1 r. Chapters XV, XVTI, and XX. 

- Although this tvould mean that another egalitarian ad\-antagc sometimes men- 
tioned, namely the disappearance of nepotism, would not he achicsed. It is not in 
large joint-stock concerns such as these that nepotism flourishes, but in small family 
businesses (and in the City). 
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as judged by this approach (chemicals, aircraft, vehicles, ship- 
building, etc.) are, as the last chapter shelved, performing toler- 
ably \vell. They are mostly competitive industries, hea\ily engaged 
in the export market, enjo\dng reasonable labour relations, struc- 
turally ^\-ell organised, and expansionist in outlook. They are not 
obvdously suitable for -^vholesale nationalisation; and in the light 
of the unsolved problems in the existing pubhe sector, the tendenc}' 
to^vards centralisation, and the quer}^ still overhanging the level 
of managerial salaries, it is at least conceivable that their perform- 
ance ^vould deteriorate if they ^vere to be taken rapidly into public 
o^\-nership. None of this -would matter quite so much if \\-e had 
no balance of payments problem, and no urgent need for higher 
output. But in fact -^ve have both; and since these are precisely 
the industries on ^vhich oirr export performance primarily de- 
pends, and -which are currently responsible for the greater part 
of the annual rise in output, it seems rather fiivolous to propose 
that they should be nationalised on the scale, and at the speed, 
required to make a -visible impact on income-distribution. 

Competitive pubhe enterprise, on the other hand, ^^•hich Avas 
adopted by the Part)' precisely in order to avoid these difiBculties, 
■would have only a marginal effect on income-distribution. First, 
if ^ve co nfin e ourselves to single firms, and especially in the fight 
of the practical difliculties of choosing and justifying the choice 
of firms — these are discussed below — progress would ine\itably 
be sloAV as judged by the proportion of total industrial capital 
involved. Secondly, since proposals for competitive public enter- 
prise are supposed to justify" themselves on grounds of efficiency", 
it follows that they" Avould apply" mainly" to those industries where 
the smallest, and not the largest, capital gains were being made. 
The two sets of criteria are thus in conflict; and it is inconsistent 
(though very" common) to stress the egalitarian argument, and 
say" that it ‘demands a much more \dgorous and far-reaching 
nationalisation policy"’,^ and then to abjure the rapid creation 
of State monopolies and take refuge in the ine\'itably much 
slo^ver policy" of selecting indi\'idual firms. This -^vould merely 
lead to general discontent -when it was foimd that a deception 
had been practised, and that nothing whatever was happening 
to the di\'ision of incomes. 

Naturally if ^ve accept, as probably most people in the Party 

1 Jenkins, op. dt., p. 104. 
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now do,^ that we cannot go bull-headcd at nationalisation wtli- 
out regard to the economic consequences, this does not mean 
that we must passively endure a prodigious annual increase 
in private property values. It simply means that we must adopt 
instead the various alternative proposals discussed in previous 
chapters. 


II Competitive Public Enterprise 

However, even though these proposals could, if adopted, quite 
well prevent the maldistribution of wealth from getting rapidly 
worse as a direct result of economic growth, yet some accretion 
to the real value of private property is likely as a result of gro^^th; 
and any such accretion is to be deplored so long as private 
property remains distributed as it is to-day. 

But the problem is then fundamentally one of the distribution 
of property : of how to redistribute existing property, both for its 
o^s'n sake and in order that future increases in its value may be 
more equally distributed, and how to ensure that new sa%dngs, 
and the capital which they create, are also better distributed than 
now. Clearly there are many other ways of doing this besides 
nationalisation; and in so far as nationalisation is one w’ay, it 
need not take the form, in order to achieve this object, of the 
compulsory purchase of an entire unit of production, a firm or an 
industry. It is no%v the individual ownership, and not the pro- 
ductive unit, that we are concerned with : the title-deeds, and not 
the physical assets: simply ownership, and not control. Indeed it 
becomes, from tliis point of view, a tiresome and unnccessar)' 
nuisance to be saddled wdth control. 

The other methods of redistributing property have already 
been discussed. It can be directly transferred to tlie State by death- 
duties, a tax on gifts, and a capital tax. The ratio of new public 


* ‘Wc advocate nationalization only for those industries where the immediate 
national need makes the case ovcrtvliclming. Incrc.ascd production , . . must remain 
our main concern, and the extensions of public otsmership which wc propose arc, 
ihcrcrorc, limited to those which arc essential to the fulfilment of this prime purjiose.’ 
{ClmlUnge to Britain.) ‘It [the b.alancc of pa)Tncnts] must have priority. . . . tVe must, 
trilly nilly, concentrate for the present largely on the productivity issue. . . . Projects 
of nationalisation and ambitious welfare plans should give place to insistence on 
abolishing large fortunes. . . . There will be no nationalisation for the sake of nationali- 
sation.' (G. D. H. Cole, jCcw Statesman, 2t November 1053.) 

487 



ECONOMIC GROWTH AND EFFICIENCY 

to private savings can be increased by Budget surpluses, heavy 
taxation of company profits, and allo^ving the existing nation- 
alised industries to accumulate a surplus. The ratio of small to 
large property holdings can be increased by measmes to en- 
courage ^\’Orldng-class savings, by inserting the ‘legacy’ principle 
into the death-duties, by effective profit-sharing schemes, and 
(indirectly) by the gro^\Th of pension and other eleemosynary 
funds. All these are alternatives to nationafisation, which need no 
longer be seen as the one and only large-scale method of redistri- 
buting the benefits of economic gro^^lh. 

Even so far as nationalisation is concerned, any method by 
which the community (or the working class) acquires a capital 
stake in economic gro\\'th is equally efiicacious; since the object 
is not to acquire control, we need not confine ourselves to the 
compulsory purchase of whole firms. Ho^vever, since the prerious 
chapter made out a case for sometimes doing this on economic 
grounds, I shall first consider how ‘competitive pubhc enterprise’ 
might work in practice; and then turn to other methods of 
increasing the community’s o^^'nership of capital assets. 

There would be no insuperable problems in nmning a com- 
petitive public unit, once it was chosen or set up. The main 
essential ivould be to establish at the start the right conditions for 
efficiency. The first is a competitive level of managerial salaries. 
The second, since the whole raison d’etre of these companies is the 
need for greater entrepreneurial initiative than was preriously 
being sho'wn, is the maximum degree of freedom and independ- 
ence in their day-to-day affairs. They should certainly not be 
subject to detailed Parliamentary control; and although they 
should consult the Minister on matters of importance, as the board 
of a private company might constdt a dominant shareholder, and 
be subject to his directives on major points of policy, this must not 
extend to the point Avhere decisions are normally taken in ’iSTiite- 
hall. Suggestions for a special and active Control Board, or for 
constant meetings between the different State directors to concert 
a common policy, are quite inappropriate. State enterprises 
should be as free to develop as private enterprises. They must be 
able to use their profits for new investment, to negotiate wages 
and conditions in the ordinarj'^ way, and to decide their price and 
output poficies subject only to any planmng controls ^vhich apply 
to the whole of the industry; to these, of course, they toU be more 
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than usually susceptible, and indeed a useful instrument for mak- 
ing them effective. 

Naturally, since public money is involved, there must be some 
public accountability. But the degree of supciAasion (theoretic- 
ally) exercised by Parliament over the Royal Ordnance Factories 
would be wholly excessive in this case; -while Parliamentary' 
time would not permit an annual debate on each concern such as 
now takes place on each nationalised industry'. It has been 
suggested that a holding company might be set up, containing 
Members of Parliament and representatives of both sides of 
industry; it would hold the shares of all the companies, and 
employ experts where necessary to supervise or examine their 
activities, just as a finance house or the I.C.F.C. employs experts 
to watch over concerns to -^vhich they are heawly committed. 
A better suggestion is for a new Public Corporation, responsible 
for all the state companies, bearing the same relation to Parlia- 
ment as the existing public boards, but acting otherwise as a 
rather passive holding company. At any rate, tlie bias must always 
be towards the maximum of independence, and tlie minimum of 
central interference. 

WTiere a number of firms in the same industry' are taken over, 
the case is different, and some co-ordinating body will clearly be 
required. Development Councils have not proved a great success; 
and a less cumbersome solution would again be a public holding 
company on the lines of the Iron and Steel Corporation, holding 
the shares in the public companies, and \sith strong powers of 
control over the private ones. But of course separate legislation 
will be needed whenever a number of firms in the same industry 
are nationalised together, and the whole balance of otvnership 
changed; each such case can therefore be treated empirically, 
and if need be differently, as it comes along. 

The next condition is that competition between public and 
private firms should be, and should be seen to be, scrupulously' 
fair. There must be no favouritism in the allocation of contracts, 
raw materials or labour; comparative performance must be the 
sole test - if the public companies cannot compete on equal terms, 
they do not deserve to be set up. Tliis also means that new capital 
should not besupplicd on tap from the Treasury at gilt-edged rates, 
as it has been to some of tlie nationalised industries. Private firms 
must borrow from tlie market; the State concerns should borrow 
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from a public finance body (to be discussed later) which charges 
full market rates, and applies normal commercial conditions. 

It Mill be seen how difierent are the proposed State companies 
from the existing R.O.Fs. The latter often made losses on 
their civihan output, ^vhich the State companies must not do. Their 
capital comes from departmental grants, which are indeed their 
only source of funds; it is subject to no proper charge, since the 
grants are on a pett)^-cash basis. They have no sales organisation; 
the Ministr)'^ of Supply both markets their output and takes the 
proceeds. Questions can be (although they seldom are) asked in 
the House of Commons; and the Pubhc Accounts Committee 
and the Select Committee on Estimates have full powers of de- 
tailed investigation. Although there have recently been moves 
towards a somewhat greater autonomy, departmental control is 
still exceedingly strict - superintendents of factories cannot, for 
example, spend more than ,^250 on capital equipment on their 
owm responsibility, nor have they any funds to spend on research. 
The ne^v companies, on the other hand, Avould hold a position 
much more hke that of Short Brothers. Although the Government 
has a controlling interest in the equity, the Ministry of Supply 
controls the appointment of directors, and the Under-Secretary 
of State is ex officio a director, yet the firm operates on a -wholly 
commercial basis, enjoying no favouritism and subject to no more 
controls than the rest of the aircraft industry. 


m The Difficulties; and Alternative Methods 

There seems to be no insoluble difficulty about running State 
companies in competition with private industry; indeed many 
such companies already exist, and operate successfully, in other 
countries (notably S^veden and France).^ The real difficulty is a 

1 In S^^•eden the state companies include (besides the monopoly of tobacco manu- 
facture and liquor import and distribution) a bank, a chain of restaurants, a large 
iron and steel works, saw and pulp mills, s^Ie oil production, peat production, and 
bus services. In France the state o\\'ns many of the largest banks and insurance com- 
panies, the Renault Company, the SJ'f.E.C.MA. (the largest aircraft firm), the 
Berliet factory, and numerous printing works; while there are more than 40 mixed 
enterprises, in.which the State’s participation ranges from 99% to 3%, in such diverse 
industries as film production, broadcasting, cbemicals, news agency', oil distribution, 
and the merchant marine, (p. Problems ITalionalized Industry, ed. W. A Robson, 
.Mien and Umvin, 1952, pp. 245 seq.) Even the U.S. has its State company— the 
T.V.A — which competes at many points with private enterprise, and most success- 
fully. 
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different one, namely, how they are to be chosen and set up in the 
first place, and how the choice of tliis one rather tlian that should 
be justified. This difficulty has hardly arisen so far. In France, 
where most of the firms were taken over immediately after the 
war, the choice Avas usually justified by special wartime factors 
(e.g. a collaborationist owner). In Sweden (where almost all the 
companies have in fact been set up by Conser\'ative govern- 
ments), the choice ^vas invariably dictated by considerations 
external to the industry - the need to raise government re\’enue, 
or social-moral reasons, or local unemployment. In tlie U.K. the 
acquisition of Short Brothers was justified by imperative wartime 
needs, and in the U.S.A. the establishment of T.V.A. on anti- 
depression grounds. 

First, under -what legislation are the companies to be set up or 
acquired? '\^^lere most of the firms in an industry' are acquired, 
a separate Bill will no doubt be needed on each occasion. But 
where it is a case of acquiring (or establishing) a single concern, 
it would be most extravagant of Parliamentary' time, and dampen- 
ing to the spirit of enterprise, if a new Bill had to be introduced for 
each concern. Clearly some general enabling legislation is called for. 

There are some, though not exact, precedents for this. The 
Royal Ordnance Factories are an example of undertakings which, 
although originally set up for the specific purpose of producing 
munitions, are nevertheless not limited either in their number or 
in their range of output.^ Again, tlie Ne\v To^^'ns Act was in a 
sense an enabUng bill ; although its purpose was specific, it made 
no restriction on the number of new corporations wliicli might 
be estabhshed, but gave the Minister wide general po^\•ers: ‘if 
the Minister is satisfied . . . that it is c.xpedient in the national 
interest tliat any area of land should be developed as a new town 
by a corporation established under tliis Act, he may make an 
order designating that area as tlie site of the proposed new town’." 
Or, again, the Monopolies Act, having established a Commission 
is’itli far-ranging poivcrs of investigation, then empoivcrs the 
Government itself to lay Orders before Parliament instructing 

1 Indeed the Ministr>' of Supply Act, 1939, under tvhich they now opcmte, gives 
powers far greater th.an would probably be needed: ‘to buy or ntberwbe acquire, 
manufacture or otlicnvise produce, store and transport any articles required for the 
public scrsicc’. But of course this ss-as an cmcrgcncs' me.asurc, intended originally 
only to run for three years. 

-Tlic New Towns .Act, 193G [9 &. to Geo. C.c.68]. 
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particiilar industries to do, or desist from doing, certain things.^ 
This sets a precedent for gi\dng the Govenunent po\ver, under a 
general Act -which specifies neither any particular industi')’^ nor 
an-y particular criterion, to intervene in the affairs of an industry 
adversely reported on by an impartial commission. It would 
probably not be impossible to draft a State Companies Act, con- 
taining a broad definition of the pubhc interest (such as that 
embodied in the Monopohes Act), and gi-vdng the Government 
po^vers, subject to an affirmative resolution in both Houses of 
Parliament or the recommendation of a new independent com- 
mission, to acquire existing or establish new industrial enterprises. 

The real difficulty is not that of framing the legislation, but of 
choosing the companies to be acquired, and then justifying the 
choice to pubhc opinion. The problem arises because the acquisi- 
tion is compulsory’^ and backed by legislation, and because it 
involves discrimination between indi-vddual firms in the same 
industr}\ This goes against our legislative tradition, as we sa^v 
from the experience of physical controls and raw material alloca- 
tions, %vhich even a Labour Government ^\ith a huge majority -was 
umdUing to operate in a discriminatory manner as between 
indi-vidual firms. To say that we shall compulsorily nationalise one 
chemical firm rather than another, or this aircraft firm rather than 
that, -win be attacked as unfair, arbitrary, and dictated by pohtical 
and not economic motives. 

The ideal approach, -svluch would avoid both the element of 
compulsion and the charge of non-commercial motives, -would be 
to establish a State investment-trust, pro\dded -with pubhc funds 
but independent of the Government, ^\ith instructions simply to 
make a profit by bu)ing, establishing, or selhng productive con- 
cerns. It -would act, in effect, hke a take-over bidder, seeking out 
inefficient fir ms , assets that were ^vTongly or under-utilised, 
slothful managements, and opportunities for ne%v production; 
indeed it -would be a pubhc version of a composite picture of 
Messrs. Dra^Ton, Wolfson, Samuel, and Clore. Its choice of firms 
to acquire would be justified on clear commercial principles; 
and no question of compulsor)', legislative discrimination ^vould 
arise. 

The same end could be partiaUy achieved, and the difficulties 


1 Monopolies and Restrictive Practices (Inquir>- and Ck)ntrol) Act, 1948 [ii & 12 
Geo.6.c.66]. 
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similarly avoided, if a government investment corporation ivcrc to 
be established along the lines proposed in Chapter XX. (This 
would also be the obwous body to pro\'ide new capital to any 
separate State companies which were set up.) It would have the 
object, not of itself engaging in production, nor even of c.xcrcising 
control, but of providing capital where this , was not easily fortli- 
coming from private sources; and its operations might well be, 
indeed almost automatically would be, slanted towards industries 
whose rate of expansion or level of efficiency appeared inadequate. 
It would often operate by prowding capital to new groups or 
individuals wishing to venture into such industries; and in this 
way it would foster at least part-public competitive enterprise 
tvhere this was most needed. 

An alternative method, similarly non-compulsory and justified 
on commercial grounds, would be to encourage the horizontal 
expansion of existing non-governmental but socially-owned 
organisations. The existing nationalised industries, for example, 
surely offer distinct scope. They already own substantial produc- 
tive capacity outside, though allied to, their own main lines of 
production: land, coke-ovens, brick-manufacturing capacity, 
by-product plant, hotels, locomotive and wagon manufacturing 
factories, etc.^ Private firms of far smaller size are constantly 
seeking to extend their interests and diversify their output. 
In Siveden the State raihs'ays have acquired bus companies, and 
the State forestry undertaking pulp and saw mills, without the 
need for fresh legislation. The tendency in Britain has so far been 
either to ‘hive off’, or at any rate somewhat to neglect (like the 
Coal Board with its brick-making), operations that did not seem 
central; and this was understandable in the early and difficult 
days of re-organisation. But now that matters arc more settled, 
there is a strong case for allowing the Nationalised Boards 
(though subject to firm guarantees about decentralisation) to 
expand horizontally, by purchasing or establishing subsidiary' 
undertakings, in exactly the same way as any private firm can do.- 

^ The British Transport Commission, through its ou-nenhip of the former Tilling 
and S.M.T, groups and its part-shareholding in a number of B.E.T. sulj^idiarics 
(and of course tlirough London Transport), already outis a significant pan of (he 
bus industrv*. But this is less deliberate polic>’ llian an acddcntal result of nationali- 
sation stopped mid-\vay by a Conscr\Mtivc Government. 

* Or, sometimes, vertically. The Milk Marketing Board has recently announccti 
that it proposes to set up its own retail outlets (i.c. milk-bars) — a minor but admir- 
able precedent! 
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There is no reason in logic why pubhc industries alone should 
be debarred from the normal commercial right to expand and 
diversify.^ 

The Co-operative Movement provides another possible vehicle 
of advance. In Sweden the most spectacular examples of com- 
petitive social enterprise have come from the Co-operatives 
rather than from the Government. The British movement has 
perhaps been somewhat less venturesome. But it has large re- 
sources; and a more audacious attitude to risk-taking might 
produce a large increase in competitive social enterprise in many 
different spheres. ^ However, Co-operative commercial policy is 
now under examination by an independent Commission; and a 
clarification may have to await its report. 

Even the Trade Unions, in certain other countries, indulge in 
competitive enterprise. In Sweden they o^vn one of the most 
lavish and up-to-date hotels in Stockholm; and the building 
Unions are responsible for a significant proportion of new housing. 
In the U.S. also a number of Unions (notably the Garment 
Workers) have built new housing estates (mainly, though not 
solely, for their own members). The British building Unions have, 
it is true, a rather unhappy memory of experiments in co-opera- 
tive production; but now that economic conditions are more 
favourable, and since the building industry is quite unsuitable for 
wholesale nationahsation, perhaps the time has come for a re- 
newed experiment. 

We sometimes forget that the local authorities ^vere con- 
siderable commercial undertakings before they lost their gas and 
electricity enterprises. It seems a pity that they are not more 
willing to branch out into new spheres,^ since there are some 
(services rather than manufacturing) which seem eminently suit- 
able for local enterprise — e.g. district heating, underground 
garages, the retaihng of domestic fuel apphances,^ cinemas, 


1 But this would require a change in price polic>', in any case justified on other 
grounds, to enable the Boards to build up substantial reserves. It would be very 
imdesirable to insist that all such operations should be financed by Treasury loans. 

2 The Co-operative Insurance Society, almost the most efficient in the insurance 
business, is an excellent example of what cam be done. 

3 Though it would need a Local Authorities Enabling Bill, of the sort the 
Labour Party used regularly to press for before the war, if they were to do so on 
any scale. 

4 As proposed by Mr. Little in The Price of Fuel (p. 130). 
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laundries, restaurants, hotels,^ etc., quite apart from thc.municip- 
alisation of blocks of rented property. Any efficient e.xpansion in 
these directions ^vould be -ss'elcome, though it seems unlikely to 
occur on a lavish scale — the impetus once given by Joseph 
Chamberlain and the Webbs appears to have exliausted itself. 

We also forget that the area of socially-owned land is gradually 
rising, not as a result of direct purchase by the central State, but 
through the decentralised activities of other public bodies - the 
Forestry Commission, the New Towns, the Crown Land Com- 
missioners, the local authorities, the National Trust, agricultural 
co-operatives, and so on. This is an excellent example of how social 
owmership can gro^v •vvithout the attendant disadvantages of state 
monopoly. 

All these other and more indirect types of social enterprise are 
ideally to be preferred to direct action by the State. They involve 
less danger of bureaucracy and Wliitehall control ; they avoid the 
accusation of arbitrary discrimination; and they can be justified 
on strict commercial grounds. There will often be cases, naturally, 
where direct State action is desirable - some suggestions were 
made in the last chapter; though even here the establishment of 
a new venture is always to be preferred to the compulsor)'- 
acquisition of an existing one. But generally one should envisage 
competitive public enterprise at least as much in terms of these 
more variegated forms of social ownersliip, as of ownership by 
Whitehall. 


rv The Ultimate Objective 

The notion of competitive public enterprise implies a desire to 
control the use to ■wliich certain physical assets are put. But from 
the point of view of tire distribution of property and new savings, 
the question of control is irrelevant. It is quite sufficient to ov.m 
the shares; and it makes no difference how haphazardly these arc 
scattered amongst different companies. 

Public share-ownership can be fostered in a number of ways, 


^ It is curious that despite the low standard of much of our liotcl accommodation 
and its ph>'sical inadequacy at die pc.ak of the tourist season, we should have been 
so much more timid in this direction cs-en than Franco Spain, where the I’aradors 
arc an excellent example of public enterprise. 
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most of them already discussed. A government investment cor- 
poration, acting as lender of last resort to the whole economy, 
would gradually build up a large portfolio of stock (as well as 
loans). If death-duties were increased, and payment accepted in 
kind, the Death-duty Commissioners proposed in Chapter XIV 
would steadily create a highly prosperous investment trust; their 
objective would be to maximise income and capital gains, and in 
so doing they would counter any danger that the state might 
land itself only with the crocks and liabihties. Nationalised 
insurance companies would give the community a wide stake in 
industry, and share in capital gains. And, lastly, there might be a 
case, as with the aircraft: industry, where the State itself supplies 
pubHc funds which help to augment the capital assets of that 
industry, for demanding a share of the equity in part-payment. ^ 

But we want not only a larger stake in industry for the State, 
but also a wide diffusion of property amongst individuals. We 
should therefore welcome effective profit-sharing, and the 
indirect diffusion which goes with the growth of pension funds, 
workers’ share banks, educational foundations, and charitable 
trusts. The objective is not wholly to destroy private ownership, 
but to alter its distribution. 

The ideal (or at least my ideal) is a society in which ownership 
is thoroughly mixed-up - a society with a diverse, diffused, 
plurahst, and heterogeneous pattern of ownership, with the State, 
the nationahsed industries, the Co-operatives, the Unions, 
Government financial institutions, pensions fimds, foundations, 
and millions of private families all participating. Since this is still 
a long way off, we need heavy taxation to fimit profits and 
dividends. And it may be an unpopular solution amongst the 
traditionahsts of the Left, who still want (or will be made to want 
by ad captandum speeches) the steady creation of State mono- 
polies.^ 

But it is too late to settle these matters now by evocations of the 
spirit of Keir Hardie. We no doubt want more nationahsation 
than we now have. But I at least do not want a steadily extending 
chain of State monopolies, believing this to be bad for liberty, 
and wholly irrelevant to socialism as defined in this book. State 

1 As suggested in Bessvick, op. cit. 

2 Though it is interesting that the British Labour Party is alm^t the only im- 
portant social-democratic party in the world in which a strong desire for wholesale 
nationalisation still exists. 
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oivnership of all industrial capital is not no^v a condition of 
creating a socialist society, establishing social equality, increasing 
social welfare, or eliminating class distinctions. WTiat is unjust in 
our present arrangements is the distribution of private ^vcalth•, 
and that can as well be cured in a pluralist as in a \s'holly Statc- 
mvned economy, with much better results for social contentment 
and the fragmentation of power. 
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THE ROLE OF PLANNING 


I The Diminishing Area of Controversy 

T he immediate post-war, like the immediate pre-war, 
generation of socialists, though for different reasons, thought 
of planning as a central feature of socialism, indeed as con- 
stituting one of the most direct antitheses between socialism and 
capitahsm. Before the 1930s, on the other hand, the ■word was 
scarcely mentioned, and the concept played an altogether minor 
role in the history of socialist thought.^ To-day we can compro- 
mise - discuss it, certainly, but relegate it to a lower priority than 
it enjoyed a decade ago. 

The reason for this demotion is partly that most people now 
recognise how little there is to be said on the subject in general 
terms - or at least in general terms that are not abstract to the 
point of futility. We have gro's\m rather less assured than we 'used 
to be in the face both of our limited knowledge of how the 
economic system "works, and of the number and heterogeneity of 
the variables to be taken into account. Most of what can usefully 
be said is ad hoc to specific situations rather than deducible fi'om, 
or assimilable to, a generahsed theor}^ 

Secondly, in so far as the matter is still discussed in general 
terms, the "vigour has rather gone out of the debate; for practical 
experience has gradually obhterated the t^vo extreme positions. 
Most people have moved to"wards the centre; and the debate is no 
longer an a priori one, conducted in terms of fundamental first 
principles, but an empirical one, in terms of rather more or rather 
less in particular situations. 

1 V. Chapter IV, Section II. 
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Thus Right-\ving views on planning have undergone a pro- 
nounced modification. On the academic level, few serious econ- 
omists norv believe that a free price-mechanism leads in practice 
to a maximisation of economic welfare.^ Not only arc the ‘opti- 
mum conditions of production and exchange’, wltich would 
theoretically maximise welfare, quite impossible of fulfilment in 
any highly industrialised economy, but the result ts'ould in any 
case oiJy be ‘optimum’ in relation to a given distribution of 
income; and if people object, as socialists do, to the existing distri- 
bution, they could not consider welfare to be maximised even if 
these conditions were to be fulfilled. - 

The business world has also lost much of its ideological attach- 
ment to laisser-faire, and certainly has no desire to go back to the 
1930s. Much as it dislikes detailed controls and liigh taxation, it 
now concedes that the government has a clear responsibility to 
intervene to whatever extent is required to maintain full employ- 
ment (and hence high profits). In many industries an even ^vidcr 
governmental responsibility is accepted. It is not thouglit curious 
that the state should concern itself with the capacity of the steel 
industry, or be asked to aid industries wltich find themselves in 
export difficulties - cotton textile employers, for example, tltink it 
a scandal that the government declines to accept full responsi- 
bility for the level of their output. Generally, as Chapter I has 
shown, private business now finds it quite natural that ^Vltitchall 
should intervene in the economy to a degree \vhich \vould have 
been thought outrageous a generation ago. 

Indeed it constitutes a major victory for the Left, tire signific- 
ance of which is grossly underestimated by those ■with short 
memories, that the majority of Conservatives to-day \vould prob- 
ably concede the right, indeed the duty, of the State to hold 
itself responsible for (i) the level of employment, (2) the pro- 
tection of the foreign balance by methods other tlian deflation, 
(3) the level of investment and the rate of growth, (4) the main- 
tenance of a ^velfare minimum, and (5) the conditions under 
which monopolies should be allowed to operate. Tltis is a far 
cry from tlie obscurantism of the Tor)' Party twenty years ago. 

^ t. I. M. D. Liltlc, A Critique of Welfare Ecar.omici (O.U.P., 1950), for .1 detailed 
statement of the argument. 

* This point is still consistently ignored by journals sudi as the Etc~.''~:i!t (not to 
mention less elci-atcd papers), tvhcrc the ‘cfTicicnc)'' of Budgetars- and other changes 
is alwaj’s discussed u-ithout any regard to their distributive cfTecis. 
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Lastly, no one of any standing now believes the once-popnlar 
Hayek thesis that any interference with the market mechanism 
must start us down the sHppery slope that leads to totahtarianism.^ 
This was an unplausible enough view, in a British context, even 
when it was first advanced; it has been thoroughly discredited 
now that we have experienced a decade of varying degrees of 
government control, with no sign of a weakening of our demo- 
cratic fibre. 

Sociahst views on planning have been similarly modified. The 
pre-war argument, based as it was on the combination of mani- 
fest inefficiency and glaring inequality displayed by the capitalism 
of the 1 930s, has in any case lost much of its force in the expan- 
sionist full employment economy and the Welfare State of the 
1 950s. And the extreme post-war argument has also fallen rather 
out of fashion. This was based on a different set of considerations, 
relating primarily to the dollar shortage and the balance of pay- 
ments, and the apparent need to allocate resources by detailed 
physical controls if social justice and external solvency were to 
be combined in a siege economy. The change in opinion is due 
partly to the easing of the world economic situation as the post- 
war crisis years gave way to more normal conditions, and in par- 
ticular as the American economy came to bely the worst fears 
expressed about it just after the war: but mainly to a general 
disillusionment with the whole notion of trying to control short- 
term production decisions from Whitehall through a detailed 
budget of production. 2 

This necessarily involves an intricate complex of licensing, 
rationing, and allocation controls; and these were increasingly 
seen to have serious drawbacks. They deny the consumer a free 
choice of goods and supphers. They are highly unpopular, as 
was clearly shown by the pubHc reaction to derationing. They 
involve an excessive growth of bureaucracy, with its concomitant 
dangers of petty tyranny, graft, and corruption. 

And they are often economically inefficient. Not only do the 
planners often make mistakes, so that bottlenecks are created 
because the production budgets are not internally consistent; but 
there are also in practice more inescapable weaknesses. Thus 
raw material allocations, being inevitably, for political reasons, 

1 V. F. A. Hayek, The Road to Serfdom (Routledge, 1944). 

2 For an excellent discussion of this point, v. Jenkins, op. cit., Ch. V. 
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non-discriminatory and therefore based on past performance, 
simply perpetuate the status quo, discourage new entr)% and pro- 
tect the less efficient firms from tlie competition of tlic more 
efficient. Price and investment controls (even if the former lead 
to no deterioration in quahty), since they tend to be more effec- 
tive the simpler and more essential tlie goods, often create a 
situation in which -wages and profits arc higher in the less essen- 
tial than in the more essential sectors of the economy; and 
resources are attracted in completely tlie wrong directions - from 
new housing to miscellancDus repair tvork, utility to non-utility 
textiles, and so on. Many controls, moreover, arc impossible to 
operate effectively once suppHes become plentiful; tlic)' can be 
too easily circumvented, and a ‘grey’ market develops (as hap- 
pened at different times r\ath commodities as various as steel and 
eggs). And in the end a detailed attempt to plan tire output of 
different industries is bound to fail unless backed by direction of 
labour; and tliis no one -was wiling to countenance as a per- 
manent measure. 

There has thus been, on both sides, a declining tendency to 
take up extreme positions; and the issue of planning (as opposed 
to the objectives of planning) is not now one of the fundamental 
differences bettveen Left and Right.^ Naturally important dif- 
ferences of emphasis remain, productive of much political heat. 
But generally the issue notv is not -whether, but hotv much and 
for tvhat purpose, to plan. 


n Political Limitaiiom on Effective Planning 

Most of what I -tvant to say about planning has already been 
said in pretdous chapters. Its prime function is to ensure tliat 
the right quantities of resources arc allocated to each of the main 
sectors of the economy, and that tlicse quantities add up to a full 
employment but non-inflationary level of demand. I do not mean 
to imply that the government can precisely control svhat propor- 
tion of the national product will next year be devoted to exports, 
investment, consumption, and so on. But it can influence these 
proportions in broad tenns; and in some cases, where it is itself 

' Not that it ever really was, in the light of the detailed planning practised by 
the Nazi Govemincnt. 
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the consumer or the source of funds, it can determine them fairly 
exactly. 

The main objectives of planning, as outhned in this book, are 
then a steadily rising level of investment, and a sufficient volume 
of savings and risk-capital to match it; a volume of home demand 
which does not pre-empt goods away from export; a situation in 
the labour market which does not give rise to a wage-price spiral ; 
and an increase in the proportion of the national income devoted 
to social expenditure — all these to be achieved against a back- 
ground of growing social equahty. Of course none of these will 
occur automatically. They will require a variety of planning 
policies, already discussed under the separate heads; above all, 
a skilful and determined fiscal pohcy, as well as other subsidiary 
controls where necessary; for with a la2y fiscal policy, low taxa- 
tion and little governmental planning, the tendency is always for 
personal consumption to absorb too high a proportion of resources 
relative to these other claims. 

What stands in the way of successful planning to attain these 
objectives (and also those to be discussed in the next section) ? 
People are sometimes very critical of the planning performance 
of post-war Labour Governments, and suggest that major changes 
in policy will be needed when we next come back to power. 
Certainly there were weaknesses in post-war planning; but it is 
important to decide exactly where they lay. 

It is often said that the essential deficiency was the lack of 
statistical information; or that it lay in the number, or the eco- 
nomic sophistication, or the pohtical outlook, of the government 
planning staff; or in the administrative machinery of planning 
(i.e. in the organisation of government departments) ; or in the 
actual controls or techniques available. And no doubt there were 
weaknesses in some or all of these respects; and useful improve- 
ments could be made in future. 

Yet I doubt if any of these was, or will be in the future, the 
crucial limiting influence. Experience shows that those Ministers 
prepared to plan could do so effectively despite aU these defi- 
ciencies; and those who were not, would still not even if all the 
deficiencies were cured. The vital lack, in nine cases out of ten, 
and of course far more typically under a Conservative than a 
Labour Government, is in "will-power and determination — in the 
face of vested interests, pressure groups, indifference, electoral 
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The problems of planning are therefore essentially political, 
and arise fundamentally from our being a democracy. By all 
means let the experts ad\dse us on detailed improvements in 
machiner)", personnel, and the statistical sendees. But we make 
a mistake if we think that these are of primarj’^ concern. The 
techmques and the information, imperfect though they may be, 
are adequate to support a more determined and effective degree 
of planning than we have had in the past. WTiat is wanted now 
is the political vigoxrr and ■v\dtI-pots-er, and a readiness to take 
unpopular decisions. This is ^vhy it is largely a waste of time to 
wnite in detail about the problems of economic planning — the 
time to do that ^\ill be %vhen the ^siJlingness to plan has outnm 
the techniques. And this is also why it is sad that those on the 
Left most vocal in calling for more \dgorous planning, are often 
those least -wdlling to preach unpalatable economic truths to the 
rank-and-file of the Party. 


m How Aiuch Planning? 

But if w'e achieve the prime objective of successful planning, 
namely, to get the right distribution of resources between the main 
sectors of the economy ^\ithin a frame^s-ork of non-inflationar}" full 
employment, I doubt if w'e w'ant too much detailed planning 
Tvithin each sector.^ For reasons explained above, the post-'vrar 
attempts at detailed planning of production and investment deci- 
sions t\'ere not a great success; and in any case, as is made clear 
elsewhere in this book, the traditional socialist case for such 
planning, based on an assumed divergence between production 
for profit and production for use, has much less application at 
present levels of material welfare. 

The price-mechanism is now- a reasonably satisfactory method 
of distributing the great bulk of consumer-goods and industrial 
capital-goods, given the total amount of resources available for 
consumption and industrial investment.^ The consumer is the 
best judge of how to spend his money; and even if he ^vere not, 

^ The condition of non-inflationary full employment is of course ^’itaI. If '"■'e have 
excess demand, all manner of detailed controls may become necessary tvhich other- 
■w-ise are better avoided. 

~ I am ignoring here the non-controversial arguments for intervention relating to 
health and hj'giene. 
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ECONOMIC GROWTH AND EFFICIENCY . 

insight, about future demand than a private industry can have. 
Thus many socialists recently, to take an example, would have 
liked the government to override the motor industry’s current 
ambitious investment plans, thinking these to be too optimistic, 
and their own judgment likely to be sounder. 

Now the planners, if not the politicians, may certainly be 
expected to have a better idea than private industry of the rate 
of gro%vth of the economy as a whole. It follows that in the case of 
commodities for which demand varies directly wth incomes and 
output - commodities, that is, subject to little cross-elasticity of 
demand or possibility of substitution (e.g. fuel as a whole, or 
transport, or steel) — the Government ■will normally be able to 
take a sounder view. 

But where future demand does not vary directly with output, 
and possibilities exist of substitution, a change in consumers’ 
tastes, or export fluctuations, the matter is not so clear. First, in 
ind'ustries subject to the full vagaries of shifting consumer and 
export preferences, there is no particular reason why the Govern- 
ment’s "view should be better than that of the industry concerned. 
We may take the motor industry’s expansion plans as an example. 
The future demand for cars is highly unpredictable. Projections 
of export demand are simply a matter of hunch, although dressed 
up in elaborate statistics; they must, in particular, be based on 
wild guesses about consumers’ scales of preference at the margin 
at different levels of income, and in -widely diverse countries. 
The beha-viour even of home demand is uncertain — both the 
U.S. Government and automobile manufacturers, though -vwth 
far more market-research resources than are usually available in 
England, underestimated the post-war American demand for cars 
by a matter of milli ons annually. It is not clear why Ministers 
or pohticians, or even a handful of Whitehall planners working 
only part-time on this particular question, should do better in 
so uncertain a field than the full-time staflfe, in constant contact 
•with their representatives abroad, of the large motor manufac- 
turers. ^ The latter may, of course, prove to be -^vrong in their 

1 It is sometimes said that while the manufacturers’ investment plans might be 
justified individually on the assumption that the other firms did not also prop^e 
to expand, they cannot be justified when taken together, the a^umption being that 
each firm acts in ignorance of what the others are doing. But it seems rather naive 
to suppose that Sir Patrick Hennessy has no idea of Sir Leonard Lord’s expansion 
plans! He has only to read the. Financial Times, apart from anything else, to discover 
their broad outline. 
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present projections;^ but there is no obvious reason why anybody 
else should be less wrong. 

Secondly, even in relatively simple cases where the possibilities 
of substitution are restricted (road versus rail, or different kinds 
of fuel), and where therefore the central planners themselves may 
have a perfectly sound view of future demand, effective plan- 
ning may still be frustrated either because Ministers, or other 
Departments, or nationalised industries, ignore this view: or 
because the Government fails to act on it for the political reasons 
mentioned in the pre\aous section. 

Such examples are plentiful. Whatever the central planners 
may have thought, the National Coal Board’s estimate of future 
demand in Plan for Coal, besides being based on a number of 
highly vulnerable assumptions, concluded with a bracket of two 
figures, between which demand was expected to lie, \vhich ap- 
peared to have only a tenuous link with the previous argument. 
The Ridley Committee two years later came out ^\•ith a quite 
different set of estimates. And it quickly became clear that coal 
output would never even reach the lowest. 

Despite these unreliable projections, the short-term objectives 
of fuel and power planning were reasonably clear. Yet the Govern- 
ment failed, largely for political reasons, to enforce these objec- 
tives by co-ordinating the plans of the different nationalised 
industries." The various road plans, if they can be so designated, 
are an even more disturbing example. Not only arc they founded 
on no long-term planned assessment of future demand and costs, 
but they are also simply a hotch-potch of unco-ordinalcd schemes 
given different orders of priority each time the government 
changes - consider the sad history' of the Severn Bridge. Even (he 
present rail plan, although it seems internally quite rational, is 
not based on any planned economic relationship between road 
and rail. And the government planning staff appear to have liad 
no influence on either the rail or the road plan. 

It follows tliat planning intcr\'ention on grounds of 'superior 
knowledge’ wll be justified only if two conditions arc fulfilled, 
(i) The Government must have an obriously clearer view of 
future demand tlian private industr^q there is no reason why this 

* I write this, tlicre is in fact a recession in the motor indastrj' - tltoucii one 
partly caused by government restrictions imposed after the expansion pl.tns were 
announced. They could therefore hardly have been foreseen. 

- V. Chapter XXII, Section II. 
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should normally be true of the great bulk of industries producing 
ultimately for a free consumer and export market. (2) Even 
where this condition is fulfilled (that is, in the case of basic com- 
modities whose required growth is broadly related to total 
growth), we need the further condition that Ministers should in 
fact accept the view of the central planners, and enforce it (on 
other Government Departments and the nationalised industries 
as well as in Parhament) in the face of the pohtical obstacles 
described in Section II. 

But this second condition is much more relevant to the ques- 
tion of plaiming within the pubhc sector, than to the question of 
extending planning further over the private sector; for the com- 
modities or industries most obviously concerned - coal, gas, elec- 
tricity, railways, and roads - are already fully under public 
ownership. 


IV The Proper Objectives of Planning 

The case for further intervention in the private sector is 
normally different. It arises first when the government is wdUing, 
but private enterprise is not, to shoulder the risks of expansion : and 
secondly where divergences arise between private and social cost. 

On the first point, there are certain industries which require 
an exceptionally large amount of capital (and managerial skill) 
per unit of output; and these are normally the basic industries, 
whose expansion is a prior condition of expansion in the rest of 
the economy. This high ratio of fixed capital to output means 
first that they fiud it difficult to expand production quickly to 
meet a sudden rise in demand: and secondly that the risks of 
long-term expansion, owing to the heavy cost of excess capacity, 
appear particularly heavy. Thus a fully integrated steel plant 
costs about 600 times as much to build as a medium-sized fac- 
tory; and overheads cannot be covered unless the plant is con- 
tinuously operated at very near full capacity. Businessmen will 
then want an unusually high degree of assurance about future 
demand before embarking on large new capital schemes; and 
they may tend, as the British steel masters have done, to be too 
cautious, and always lag one step behind the rise in demand. It 
pays them better to make mistakes in this direction; and the 

508 



THE ROLE OF PLAXKlTs'G 

result is a constant tendency to insufficient capacity - even though 
government and industry may privately agree in their respective 
projections of future demand. 

The importance to the economy of such cases is sometimes 
overwhelming; and it must be a government responsibility to 
ensure, -where necessary by nationalisation, that the industrial 
base, characteristically composed of industries such as these, 
expands fast enough to support the expected rise in total output. 
But inten'ention need not be confined to the basic industries. 
The government should stand ready, by tlic use of subsidies, 
guarantees, bulk purchases, or any other method, to shoulder 
part or all of the risk in any case ^s'herc it is clear that expansion 
is required, but where private capital will not venture alone to 
undertake it. Since the end of the war, the production of air- 
craft, films, sulphur, hydraulic presses, and titanium have all 
been encouraged in this way ; and tliis rcserv'e, selective po%ecr to 
foster particularly essential expansion is the most useful aspect of 
detailed economic planning. 

The other group of cases -where inter\'cntion is often desirable 
is -where private and social costs diverge - ^vhcre, that is, the 
costs borne by, or gains accruing to, the community from a par- 
ticular line of action arc not fully reflected in the balance-sheet 
of the private (or nationalised) unit. Tlris is the oldest of tire 
economist’s justifications for state intciv'cntion. 

An ob-vdous example of this divergence is tire location of new 
factories. When a firm leaves one area and migrates to anotlicr, 
it involves the community in all sorts of costs and gains - in the 
one area, perhaps unemployment, or an unbalanced labour force, 
or wasted capital capacity (in social capital or pubhc utilities) : 
in the other, perhaps acute labour scarcity, traffic congestion, 
urban sprawl, and so on. There is a clear case here for Ndgorous 
planning — indeed without it in tlic immediate post-\var years ^^-c 
might well have had serious unemployment in the Development 
Areas; and the lack of it now is helping to ensure that traffic 
in London and Bh-mingham gradually grinds to a standstill.^ 

Another case \vherc private cost fails to reflect the national 
interest is where the anticipated profit from an ‘essential’ invest- 
ment is quantitatively insignificant to the individual firm, and 

^ Tliis links up with the question of ‘social’, or town and countr)-, pl.mning, which 
is discussed in tlic next chapter. 
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scarcely worth the bother; yet, taking the ^vhole of industry 
together, the total result of such investments would be of major 
importance. This is the case, for example, %vith coal economy. 
Fuel costs are usually a very small fraction of total costs, and the 
reduction in costs and increase in net profits to be expected from 
instaUing fuel-saving equipment seem insignificant to the indi- 
vidual business; and the investment is not made. Yet if the whole 
of industry installed such equipment, the resultant saving of coal 
would be of considerable significance to the national economy. 
Government intervention is fully justified in cases such as this. 

Balance of payments factors may also cause private and social 
cost to diverge. The desirability or otherwdse of particular cate- 
gories or amounts of imports, exports or import-saving output 
may be affected by considerations of bilateral trade, or foreign 
policy, or colonial pohcy (as wth synthetic rubber), or the pro- 
spect of holding a particular exchange-rate, or a scarcity of par- 
ticular currencies. And, lastly, I say nothing of the traditional 
cases of ‘social costs’, such as smog, river pollution, and the hke; 
these are now on the whole non-controversial. 

It •vvill be seen how little can be said in general terms. Occa- 
sionally the divergence between private and social cost ^vill be 
so glaring that everyone agrees. Occasionally expansion is ob- 
viously called for, which the industry itself is un^\’iIling to under- 
take. Occasionally the Government can take a clearer or more 
enlightened view than private industry. 

This certainly does not add up to an argument for a detailed, 
overall government plan embracing eveiy industry, least of all 
in an export-oriented economy like our o\vn. Remaining severely 
empirical, the Government must simply stand ready first to inter- 
vene negatively to stop industry from acting manifestiy against 
the public interest: secondly, and of far greater importance, to 
intervene positively to secure expansion - to search out the weak 
spots, especially in the basic industries, and concentrate on these 
wdth all the vigour at its command. If it fulfils this positive role 
of enlarging the industrial base — indeed if it achieves the central, 
overriding objective of getting sufficient coal and steel - the re- 
maining 90% of the economy can increasingly be left to look 
after itself now that we are moving from a subsistence to an 
abundant society. 

But the whole question of the distribution of output within the 
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main components of demand - consumption, industrial invest- 
ment, government expenditure, and so on - is of infinitely less 
significance than the question discussed in Section II; of how to 
allocate the right totals to each of these components - how to 
ensure sufficiently high investment, exports, and social expendi- 
ture without inflation. That remains the essential role of plan- 
ning; and only if we carry out that role successfully shall we 
extricate ourselves from the intolerable situation in which tlic 
economy lurches from one inflationary crisis to another, each 
met by haphazard and damaging panic measures. But better 
planning in this respect tvill not be much assisted, as was made 
clear earlier, by chapters, or even books, on planning. It mainly 
requires Ministers endowed trith the inflexible wll and resolu- 
tion of a Stafford Cripps, and political parties ready to back 
them loyally both in Parliament and the constituencies. 
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I Summary of Economic Proposals 

F or all the attention given to them in the last fc\\’ chapters, 
I no longer regard questions of gro^vth and cfdcicncy as 
being, on a long vie^v, of primary importance to socialism. 
We stand, in Britain, on the threshold of mass abundance; and 
within a decade tlie average family will enjoy a standard of 
living which, whether or not it fully satisfies tlicir aspirations, 
%vill certainly corndnee tlic reformer tliat he should turn liis 
main attention clsc^vherc. 

A Labour Government must, of course, still have an economic 
programme, if only to ensure that tlic rate of growtli over the 
next decade is such as to justify these hopes. I have tried to out- 
line in Part Five ^\'hat this programme ought to be. It can be 
summed up in the folIo^\^ng propositions. 

First, fiscal policy. Planning for full employment and the 
avoidance of inflation should rely mainly on Budgetary rather j 
than monctar)’’ controls; that is, supposing inflation to be, as it 
normally will, the most pressing danger, on a Budget surplus 
rather than on high rates of interest. This is to be preferred be- 
cause it improves the ratio of public to private sawng, encourages 
investment relative to consumption, and distributes consumption 
more equitably amongst different social classes. 

Secondly, tire public sector of industiy’ should be emboldened 
to build up larger surpluses, and bor^o^s• less from the j)rivatc 
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capital market, in order both to increase total savings and to 
improve the ratio of public to private property. 

Thirdly, the groAvth of small and medium personal sa\ings 
should be actively encouraged by the exemption of a Kmited 
amount of saved income from tax, and by a government-sponsored 
spread of superannuation saving. 

Fourthly, private industry, wMle it must be encouraged to earn 
high profits as a surplus for capital accumulation, should be com- 
pelled by a combination of profits tax and investment allowance 
to hmit the amounts distributed in dividends, so that economic 
gro'wth is not reflected in a progressive enrichment of the share- 
holder. 

Fifthly, if greater equality or high corporate taxation are found 
to jeopardise the supply of risk-capital, the Government must 
accept the role of pmveyor of risk-capital on any scale required; 
and set up new institutions to exercise it. - 

Sixthly, to prevent a wage-price spiral the Government should, 
while esche\ving a national wages pohcy, avoid an excess of de- 
mand in the labour market, restrain the rise in di\idends and 
share-values by a strict taxation pohcy, and stand ready to use 
price-controls and subsidies as short-term emergency measures if 
a sudden rise in import prices creates a critical threat of price- 
inflation. 

Seventhly, in the field of pubhc o%raership the essential priority 
is the re-nationalisation of iron and steel. A decision on further 
candidates ^\'ill of course depend on detailed study and the con- 
ditions prevaihng at the time; amongst industries and services to 
which special attention should be directed are industrial assur- 
ance, machine-tools, road transport, and rented housing. But the 
preference should now be less for state monopoKes than for com- 
peting pubhc companies : less for acquiring existing concerns than 
for creating new ones: and less for action by the State than for 
action by other pubhc bodies such as the existing nationalised 
industries, the Co-operative Movement, and the local authorities. 
In any event, further nationalisation is now of less importance to 
the achievement of sociahsm o\ving to the declining significance 
of industrial o%STiership as a determinant of social and economic 
relations. 

Lastly, in the field of detailed planning the emphasis should no^v 
be positive rather than negative: that is, on seeming expansion, 
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breaking bottlenecks, and encouraging vital investment, rather 
than on physical controls designed to restrict the day-to-day 
freedom of action of industry. 

All tins is quite apart from other policies, not mentioned in 
detail in this book but now non-controversial on the Left, such 
as determined action against restrictive practices, the encourage- 
ment of technological education, increased expenditure on scien- 
tific research, and so on. 

This programme for economic gro\vth of course remains im- 
portant. Nevertheless from a socialist viewpoint it should increas- 
ingly be overshadowed by the ‘social’ policies outlined in Parts 
Three and Four; and we should not now judge a Labour Govern- 
ment’s performance primarily by its record in the economic field. 
This may require a mental adjustment in many quarters on the 
Left. Traditionally, or at least since Marx, socialist thought has 
been dominated by the economic problems posed by capitalism : 
poverty, mass unemployment, squalor, instability, and even the 
possibility of the imminent collapse of the whole system. These 
were problems of the most severe and urgent character; and it 
^vas correct to argue tliat major economic changes must precede 
the execution of socialist policy in other fields. 

But it is gradually ceasing to be correct to-day. Capitalism has 
been reformed almost out of recognition. Despite occasional minor 
recessions and balance of payments crises, full employment and 
at least a tolerable degree of stability arc likely to be maintained. 
Automation can be expected steadily to solve any remaining 
problems of under-production. Looking ahead, our present rate 
of growth wll give us a national output tlircc times as liigh as 
no^v in 50 years’*^ - an increase capable of sustaining not only a 
generous rise in home living standards, but also a level of invest- 
ment in the under-developed areas fully as high as tlicy can 
physically accommodate. The pre-war reasons for a largely eco- 
nomic orientation arc therefore steadily losing tlicir relevance; 
and we can increasingly divert our energies into more fruitful 
and idealistic channels, and to fulfilling earlier and more funda- 
mental socialist aspirations. 

1 'And nine times as high in too yean. 
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n Summary of Proposals for More Welfare and 
Greater Equality 

These have been defined in this book primarily in terms of 
social welfare and social equality. 

The ideal of social equahty requires the first priority to be given 
to educational reform. The next Labour Government must have 
a clear, defimte, and far-reaching policy for democratising entry 
into the public schools; and this it should implement without 
fiuther dithering. At the same time it should both accept and 
propagate the principle of the comprehensive school; and to the 
extent that a free choice in the matter is restricted, allot a larger 
share of national resources to raising the qualitative standards in 
the secondar}'^ modem sector, and to weakening the prestige- 
distinction beLveen different tyqies of school. If socialism is taken 
to mean a ‘classless society’, this is the front on ^vhich the main 
attack should no^v be mounted. 

Secondly, socialists must explicitly ackno-wledge the link be- 
tween rising consumption and equality in ‘felti living standards; 
and they must govern in the belief that rationing, restraints, and 
fair shares of austerity are a less good route to%vards social equality 
than the ^^dde and plentiful diSiision of consumer goods — not in 
order to foster the motive of personal gain, but to allow the 
working class at last to share the material ease and comforts 
Avhich have for too long been the prerogative of a pri^^leged 
few. 

Thirdly, in order to redistribute property^ a tax on gifts is im- 
peratively required. This should be foUo'wed by a reform of the 
death duties designed to incorporate the ‘legacy* principle, and 
by a stiffening of the rates on the larger estates. Provision should 
also be made for pa^unent in kind into a fund of public propert}"^ 
which, as it grows, and is managed ^vith an eye to securing the 
maximum gain to the pubhc pnrse, ^\'iU steadily raise the pro- 
portion of total property o-wned by the community. A light 
annual capital tax should be considered as a possible supple- 
mentary measure. 

Fotnihly, in the sphere of income and capital gains there are 
two urgent measm-es, apart firom a stmeture of corporate taxa- 
tion designed to limit dividend distribution: a capital gains tax, 
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and severe action against tax avoidance by the richer classes. 
Large increases in marginal taxation of earned incomes, on the 
other hand, are to be avoided. 

Fifthly, industrial policy. The changes required to create a 
more social-democratic climate in public and private industry' 
fall rather within the field of Trade Union action than of legis- 
lation, though government pressure can be a useful ally. These 
changes are a pronounced narrowing of the existing gap between 
staff and labour in the matter of non-^vagc privileges and emolu- 
ments: more effective consultation and worker-influence at the 
point of production: and the acceptance by the Unions of the 
goal of ‘high-level’ industrial democracy. This requires tliat 
the range of Trade Union interests should be extended well 
beyond the scope of traditional collective bargaining, and 
should embrace all major economic questions affecting an 
industry; the result -would be a significant further transfer of 
industrial power. 

Turning to the Avelfare objective, I have made no attempt to 
lay down exact priorities, since these must be determined mainly 
by the experts. Much the most important priority is for social 
expenditure as a whole - capital expenditure even more tlian 
current. A Labour Government should commit itself to a definite 
increase in the proportion of national resources devoted to social 
^velfare. 'Within the total, the broad priorities -whicli stand out 
are partly the familiar ones of the old, the sick, and those ^vith 
large families: and partly the ‘special cases’, listed in Chapter 
VII, which have been badly neglected in recent years. One 
specific proposal is ako important; for a new National Super- 
annuation Scheme to cover those parts of the population not 
covered by existing occupational schemes. 

I laid great stress on the relation, a direct and intimate one, 
beUveen social expenditure and social equality. The former can 
promote the latter in two ways: first, by remoring the greater 
handicap which poorer families suffer as compared wth richer 
during sickness, old age, and the period of hcaricst family responsi- 
bility, and secondly by creating standards of public health, 
education, and housing which arc comparable in scope and 
quality ^s'ith the best available for private purchase. 

The w'hole welfare field is one in ^s•hich both active legislation 
and bold administration arc to be looked for. The Ministers 
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responsible for this field in a Labour Government can do as much 
as any of their colleagues to promote the fundamental socialist 
objectives - if the Party as a whole has the -svill. 


in Left-Right Issues which are not Socialist-Capitalist 

Issues 

As these objectives also are gradually fulfilled, and society be- 
comes more social-democratic with the passing of the old collec- 
tive grievances and injustices (and perhaps as automation carries 
us towards the 30- or even 20-hour ^\'eek). "we shall turn our 
attention increasingly to other, and in the long run more im- 
portant, spheres — of personal fi-eedom, happiness, and cultural 
endeavour: the cultivation of leisure, beauty, grace, gaiety, ex- 
citement, and of all the proper pursuits, -whether elevated, -vulgar, 
or eccentric, which contribute to the varied fabric of a full private 
and family life. 

There are, after all, not one, but two good reasons for being 
a reformer, and on the Left. The first is a belief in the benefits of 
socialism. But there are many changes in society -which an ideal- 
istic reformer might ^\’ish to make, but %vhich are not to be 
subsumed -under any defensible definition of socialism. And one 
is also on the Left, and a supporter of the Laboiu Party, because 
as a matter of experience most of those advocating such changes 
are to be foimd on the Left, and those opposing them on the 
Right. 

It -svould be amazing if ever)'- important issue of public con- 
cern co-uld be embraced in a socialist-capitalist controvers)% or 
vithin some definition of socialism. As I pointed out in Chapter 
V, socialist aspirations -svere first formulated over 100 years ago. 
Some remain -urgently relevant, and have formed the substance 
of this book. -Others have lost their relevance through being 
largely fulfilled. But of course new issues, not then foreseen, and 
increasingly important as the old e\dls are conquered, have arisen 
since; and they may be highly significant for welfare, freedom, 
and social justice, even though not assimilable into the old 
socialist-capitalist categories. 

This may be seen by considering the case of either the United 
States or So-viet Russia. In the former country, a Leftist, who 
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was a socialist in Britain, would be much less concerned to pro- 
mote more social equality or material -welfare, of ^vhich plenty 
exists already, than wth reforms lying outside the field of socialist- 
capitalist controversy, yet still the subject of acute Left-Right 
dispute: civil liberties, or the Negro problem, or foreign policj', 
or crime, or the sociological problems of a mass society. Similarly 
in Russia, a Leftist, ■^vho was even the most old-fashioned socialist 
in Britain, would scarcely assume that no urgent problems re- 
mained simply because nationalisation and planning could go 
no further; on the contrary, he would concern himself with tlic 
promotion of values, notably the rights of personal freedom and 
dissent, which in Britain are not a matter of socialist-capitalist 
disagreement. 

So in Britain, as we approach the socialist goals described above, 
the reformer wall bend Iris energies more and more to issues \vhich 
cannot be classified as specifically socialist or non-socialist, but 
which lie in other fields altogether.^ There arc two such fields 
in -which social action is already called for: the freedom of per- 
sonal and leisure life, and social responsibility for cultural ^■alucs. 


rv Liberty and Gaiety in Private Life; the Need for 
a Reaction against the Fabian Tradition 

Society’s decisions impinge heavily on people’s private li\-cs as 
well as on their social or economic welfare; and they now impinge, 
in my -vic^v, in too restrictive and puritanical a manner. I should 
like to see action taken both to uiden opportunities for enjoy- 
ment and relaxation, and to diminish existing restrictions on 
personal freedom. 

The first of these requires, it is true, a change in cultural atti- 
tudes rather than government legislation. If tlus were to come 
about, much could be done to make Britain a more colourful 
and civilised country to live in. Wc need not only higher exports 
and old-age pensions, but more open-air cafes, brighter and gayer 

^ One example of such an issue, which many people already bclic\‘c to Ik ui^cni, 
was quoted in Chapter I : the issue of managerial and bureaucratic power. Tliis Ips 
little to do cither with socialism, which historically has been concerned only with 
the economic power of private business, or with capitalhm. It h a pplitiral and 
sociological problem of large scale, which now presents itself as strongly in the State 
bureaucracy*, the Trade Unions, the nationalised industries, and the political parties, 
as it docs in private industry. 


521 



CONCLUSION 

streets at niglit, later closing-hours for public houses, more local 
repertory theatres, better and more hospitable hotehers and 
restaurateurs, brighter and cleaner eating-houses, more riverside 
cafes, more pleasure-gardens on the Battersea model, more 
murals and pictures in public places, better designs for furni- 
ture and pottery and women’s clothes, statues in the centre of 
new housing-estates, better-designed street-lamps and telephone 
kiosks, and so on ad infinitum. The enemy in all this will often be 
in unexpected guise; it is not only dark Satanic things and people 
that now bar the road to the new Jerusalem, but also, if not 
mainly, hygienic, respectable, virtuous things and people, lac kin g 
only in grace and gaiety. 

This becomes manifest when we turn to the more serious ques- 
tion of socially-imposed restrictions on the individual’s private 
life and hberty. There come to mind at once the divorce laws, 
Hcensing laws, prehistoric (and flagrantly unfair) abortion la^vs, 
obsolete penalties for sexual abnormahty, the illiterate censorship 
of books and plays, and remaining restrictions on the equal rights 
of women. ^ Most of these are intolerable, and shoifld be highly 
oflensive to socialists, in whose blood there should always run 
a trace of the anarchist and the libertarian, and not too much of 
the prig and the prude. If we really attach importance to the 
‘dignity of man’, we must realise that this is as much affronted 
by a hypocritical divorce law which, as Matthew Arnold once 
wrote, neither makes divorce impossible nor makes it decent, as 
by the refusal to establish a joint production council in a factory. ^ 
A time will come, as material standards rise, when divorce-law 
reform will increase the sum of human welfare more than a rise 
in the food subsidies (though no doubt the party managers ^vill 
be less enthusiastic for it). Socialists cannot go on indefinitely 
professing to be concerned mth human happiness and the re- 
moval of injustice, and then, when the programmes are decided, 

1 Though if we remove these last, we should in fairness also remove unequal 
responsibilities from men. Women cannot claim equal rights, and at the same time 
continue to bring breach-of-promise or alienation-of-affection cases. 

- Indeed many of these reforms can be justified by the simple moral judgment 
that hypocrisj' is bad. There is something nauseating about the shocked outcry which 
greets any proposal to amend the licensing latvs or to allotv plays to be performed 
on Sundays, and the sanctimonious assumption of superiority oyer the iminoral arid 
godless Continentals, when we consider that public prostitution is tolerated in Britam 
on a scale which amazes visitors from more ‘godless’ countries. Let us at least have 
a little consistency. 
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permitting the National Executive, out of fear of certain vocal 
pressure-groups, to become more orthodox than the bench of 
bishops. 

Much of this can at least claim the sanction of one powerful 
stream of socialist thought — that stemming from "iVilliam Morris; 
though other, Nonconformist and Fabian, influences wear a 
bleaker and more forbidding air. For one brought up as a Fabian, 
in particular, this inevitably means a reaction against tlie \Vcbb 
tradition. I do not \sdsh to be misunderstood. All who knew tlic 
Webbs have testified to their personal kindliness, gentleness, 
tolerance, and humour; and no one who reads Our ParlncrsHp 
can fail to be intensely moved by tlic deep unaffected happiness 
of their mutual love. But many of their public virtues, so indis- 
pensable at the time, may not be as appropriate to-day. React- 
ing as they Avere against an unpractical, Utopian, sentimental, 
romantic, almost anarchist tradition on the Left, they were no 
doubt right to stress the solid virtues of hard work, self-discipline, 
efficiency, research, and abstinence: to sacrifice private pleasure 
to public duty, and expect tliat otliers should do the same: to 
put Blue Books before culture, and immunity from physical 
weakness above all other virtues. 

And so they spent their honeymoon investigating Trade Socie- 
ties in Dublin. And so Beatrice could ^vritc that ‘o\ring to our 
concentration on research, municipal administration and Fabian 
propaganda, we had neither the time nor the cncrg\', nor yet 
the means, to listen to music and the drama, to brood over classic 
literature, to visit picture galleries, or to riew with an informed 
intelligence tire wonders of architecture’.^ And so Sidney with- 
held approval from the Soviet experiment until workers’ control 
had been suppressed, and Beatrice until the anti-abortion law 
had been enacted, and she could w'ritc with approval of the 
serious, youthful Comsomols with tlicir passion for sclf-disciplinc 
and self-improvement: and of the emphasis on personal hygiene 
and self-control — ‘there is no spooning in tlic Parks of Recrea- 
tion and Rest’. - And liistorically, without a doubt, this insistence 

^ Our Partnership, p. 14, 

- From a document privatelv circulated on her return from Russia in 1032 (quoted 
in Tilt H'ebbs and Their Werk', p. =26). And she goes on to relate uith 
warning said to have been given by Stalin to a high-placed Commissar; 'I do no! 
tvant to enquire into your private affairs, but if there is any more nonsense about 
women, you go to a place where there arc no women.* 
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on austerity was a \utal sendee to a young and growing opposition 
movement. 

But now we surely need a different set of values. Permeation 
has more than done its job. To-day -^ve are all incipient biureau- 
crats and practical administrators. We have aU, so to speak, been 
trained at the L.S.E., are familiar with Blue Books and \\Tiite 
Papers, and know our ^ray around WTiitehall. We realise that 
we must guard against romantic or Utopian notions: that hard 
work and research are %drtues: that we must do nothing foolish 
or impulsive: and that Fabian pamphlets must be diligently 
studied. We kno^v these things too "well. Posthumously, the Webbs 
have w'on their battle, and converted a generation to their 
standards. Now the time has come for a reaction: for a greater 
emphasis on private life, on freedom and dissent, on culture, 
beauty, leisure, and even frivolity. Total abstinence and a good 
filing-system are not no^v the right sign-posts to the socialist 
Utopia: or at least, if they are, some of us ^\^ll fall by the %vay- 
side. 


V Cultural and Amenity Planning; and the 
Declining Importance of Economic Problems 

In the field of cultural values, what is mainly, indeed desper- 
ately, needed is determined government planning -to preserve 
^vhat beauty -sre stiU have left in Britain, and to help create a 
little more. With personal consumption rising by 2-4% a year and 
likely to double in 20 years, it will reaUy not much matter a 
decade from now Avhether -we plan to produce rather more of 
this and less of that, or exactly \vhat prices are charged for this 
commodity or that. The level of material \velfare -will soon be 
such that marginal changes in the allocation of resources 
wall make little difference to anyone’s contentment. If they 
wsh, let the violent economic planners and anti-planners battle 
the matter out. The rest of us -will grow progressively more 
indifferent. 

But we shall gro'w progressively less indifferent, or so it is to 
be hoped, to the question of towm and country, and architectural, 
planning. It is hard to discuss this without a tinge of melancholy. 
It ^vas always obvious that profit-maximisation and market forces 
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would be inimical to the preservation of beauty - the ribbon- 
building of the 19305, the speculative housing estates, the steady 
destruction of London’s Georgian squares, made us sufficiently 
aware of that. And to jog our memories we have only to see the 
new and utterly pedestrian commercial buildings now beginning 
to dwarf the City churches, and soon St, Paul’s; or to read of 
cases such as that recently reported, where the English Electric 
Company, enjoying annual profits measured in millions of pounds, 
rejected the highly-commended winning design in a competition 
for its new head office, in favour of a mediocre but commercially 
more convenient structure. 

The melancholy comes from the gradual fading of the post- 
war hopes of public planning. The post-war era was to be, in this 
respect, a brave new world. Brilliant, imaginative town-plans 
were to re-create our major cities. The new towms tvcrc to 
bring an end to London’s urban sprawl, and to provide the 
greatest social and architectural experiment for centuries past. 
National Parks, the Land Fund, and in a different sphere the 
Arts Council, symbolised what was to be a new attention to beauty 
and culture. Above all the Totvn and Countiy' Planning Act ^vas 
to be a sure defence against the vulgarities and atrocities of the 
past. 

And public planning in fact has much to its credit. The new 
towns have been a brave, and abundantly worthwliilc, experi- 
ment. Post-war housing estates have, on tltc average, reached a 
better architectural standard than their predecessors (though 
seldom a very high one). The blitzed cities have not grown up 
wholly messy and haphazard, but with at least an clement of 
design and spaciousness. National Parks arc slo\\’ly (but so slowly) 
creeping from theory to reality. Some atrocities have been pre- 
vented by the Tosvn and Country Planning Act. One public 
enterprise, the Forestry' Commission, as tire Kieldcr in particular 
show's, has added somctliing new' and imaginative to British life 
not only in its splendid forests, but in the design of forest rillagcs. 
Nor has the State been backward, as tire Festival of Britain 
demonstrated, as a direct patron of the arts. 

But progress has been terribly slow'; and the results terribly 
patchy. And now the impetus seems to be going out of the rvholc 
movement; and a middle-aged, apatlretic disillusionment is set- 
ting in. A Conscr\'ativc Minister of ^Vorks will not take tlic 
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trouble to save Coleshill, though all the experts told him that 
he could. High Paddington is abandoned on grounds of cost. 
The design and adequacy of council-houses has deteriorated 
appaUingly since 1951. The Government itself all but de- 
molished ColcutPs Imperial Institute campanile. The City of 
London is almost past saving from second-rate mediocrity; even 
the limited Ne^v Barbican project was turned do\’\m time and 
again by the City Corporation. The new towns are compelled 
to skimp their amenity building through lack of funds. The 
Board of Trade, always the enemy of both social and economic 
enlightenment, by relaxing its licensing controls, is once more 
permitting industry to expand in London and Birmingham, and 
making it inevitable that these cities, against aU our post-war 
hopes, will spread inexorably into the country-side again. And 
this is only part of the problem which overshadows aU others in 
this field; the relentless invasion of the countryside by ‘Subtopia’, 
and the gradual obhteration of the distinction beUveen to^\-n 
and country, 1 

This is not a book about architectare, or town and country 
planning; I am not, in any event, expert enough to go into 
detail. But detail in fact is hardly necessary, since the enemies to 
be overcome are attitudes of mind; if they can be conquered, the 
detailed pohcies will follow. These enemies are first parsimony, 
secondly indifierence, and thirdly anarchistic selfishness. The 
parsimony can be overcome by a recognition that the total sums 
involved are a minute fraction of total consumers’, or even total 
Budgetary, expenditure. It is literally true that an annual increase 
in ‘cultural’ spending of millions for the next 10 years, out 
of an annual increase in output of some ;^300 millions and a 
Budget of over ^^3,000 millions, would revolutionise the situation. 
It only needs a little, and so Httle, firmness in the face of the 
Beaverbrook Press. ^ 

The indifference can be countered only by a display of savageiy- 
on the part of the minority who care for these matters — though 
it may, in the end, not be a minority at aU, once the issues are 
put and the votes collected; this is a sphere in which detemuned 

1 V. Ian Naim, Outrage (Architectural Press, 1955). 

2 Personally I should be prepared, to take one concrete example, to pay any 
subsidy necessary to encourage more high building in cities in the interests of pre- 
serving the countryside — whatever the Stmday Express said about government tsaste, 
or the Economist about the ‘distortion’ of resources. 

526 



CONCLUSION 


leadership might yield generous dividends. The selfishness, often 
dressed up in the plausible language of complaints against bureau- 
cracy or compulsory purchase or inadequate compensation, and 
fortified by a vulgar philistinism amongst those \vho articulate 
it in Parliament and the Press, tvill never be eradicated by 
argument or debate. We have here a simple, but deep, dividing 
line at once of principle and temperament; a clash of values 
to be resolved, not by verbal compromise, but simply by 
struggle. 

Although this emphasis on culture, and that in tire previous 
section on personal liberty, cannot claim the label socialist, they do 
provide a justification for supporting the Labour in preference to 
the Conservative Party. Not that the former’s record on cultural 
or libertarian issues is immaculate - far from it. But it is at least 
significantly better than the Conservative record. A Itighcr pro- 
portion of Labour than Tory Members of Parliament has con- 
sistently voted for enlightenment on issues such as the Festival 
of Britain, town and country planning, divorce-law reform, tlic 
censorship of plays and books, the abolition of hanging, and the 
Arts Council; socialists have even shown more practical interest 
in the preservation of historic private houses; svhilc post-\var 
Labour Chancellors, under Mr. Dalton’s lead, initiated the Land 
Fund and showed unexampled generosity to tlic Universities. 
The mood of the Party is therefore mildly encouraging. But one 
g^o^vs too hopeful. By the time we next come back to power, 
many opportunities -will have been lost irretrievably; as tliis is 
■written, innumerable pygmies, presented ^v^th an opporttinity 
that only Wren has ever before enjoyed, arc busy spawning their 
ugly rectangles all over the City of London. 

Nevertheless, I hope and believe that the Labour Party may 
come to take the lead in this struggle. It would, in the judgment 
of history, do more for Britain by planning tlic City of London 
than by planning the chemical industry", and infinitely more by 
abolishing hanging than by abolislung the tied cottage. It has 
a favourable background and tradition for assuming this role - 
the influence of William Morris, its long-standing belief in soci.il 
as opposed to private values, and the tender, respectful feeling 
for culture that characterises the educated working class. And it 
certainly has the opportunity - not merely because the need is 
so urgent, but because material standards arc rising to the point 
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^vller€ ^^•e can spare more energy-, and more resourceSj for beauty 
and culture. 

Indeed this is a sphere in which the original co-operative ideal 
is directly relevant. I discussed this idehl in Chapter V,^ and 
concluded that although it was both obviously rmfulfiUed and 
historically part of socialism, yet it ^\'as hard to see ho%v it could 
be realised in practice, and on a national scale, in terms of per- 
sonal motives or industrial relations. But in the cultural field, 
such an ideal, which demands that social should be placed 
above private interests, is practicable as ^veU as relevant; though 
recent experience has taught us that ‘private’ in this context has 
little to do -^tith private profit, and must be defined as ‘sectional’ — 
to include city corporations, local councils, nationalised indiistries, 
and even government departments, as ■cveU as private business. 
But if ^ve pursue this ideal %igorously, and even sa\^gely, ^ve 
might make Britain not only a more prosperous, not only a more 
just and equal and contented, but also a more beautiful and 
civilised coimtr}’^ to live in. 

In so doing, and •vdth the aid of rising material standards, -eve 
might find that another aspect of this ideal, the weakening of 
the motive of personal gain, -was also being insensibly and imper- 
ceptibly realised. ‘I\Tien the accumulation of -wealth’, Ke^-nes 
once t\TOte, ‘is no longer of high social importance, there -will 
be great changes in the code of morals. ... I see us firee to return 
to some of the most sme and certain principles of rehgion and 
traditional -ctirtue — that avarice is a \nce, that the exaction of 
usuiy^ is a misdemeanour, and the love of mone}' is detestable, 
that those -cs'alk most truly in the paths of virtue and sane -wisdom 
%\-ho take least thought for the morrow. "We shall once more value 
ends above means and prefer the good to the useful. IVe shall 
hono-ur those -cvho can teach us how to pluck the hour and the 
day virtuously and well, the delightful people who are capable 
of taking direct enjo-junent in things.’^ 

It is no doubt too early yet to relax into these more humane 
ways, hemmed in as -we still are by squalor and distress, espedaUy 
in under-pri\Tleged lands abroad; and all our hopes may yet be 
blasted by a failure to resolve the competitive struggle kno-wn as 
the Cold ^Var. But even now’, as Ke^mes went on to say, ‘there 

1 Section IV. 

- in Persvnsim (Macmillan, 1931), pp. 37 ^-^- 

528 



CONCLUSION 


^vill be no harm in making mild preparations for our destiny, 
in encouraging, and experimenting in, tlie arts of life as -well as 
the activities of purpose’. We do not want to enter the age of 
abundance, only to &d that \vc have lost the values which miglxt 
teach us how to enjoy it. 
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